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PREFACE 


This  study  was  undertaken  pursuant  to  the  Agricultural  Act  of  1954 
which  directed  the  Secretary  of  Agriculture  to  study  various  methods 
of  production  control  and  price  support  applicable  to  milk  and  butter- 
fat  and  their  products  and  to  report  to  Congress  on  or  before  January 
3,  1955,  the  probable  costs  and  effects  of  methods  studied  and  legisla¬ 
tion,  if  any,  needed.  It  was  made  by  a  work  group  representing  each 
Department  agency  having  responsibilities  in  areas  studied.  Invita¬ 
tions  to  submit  suggestions  outlining  proposed  methods  were  extended 
to  all  interested  persons  in  accordance  with  the  provisions  of  the  act. 
(See  appendix  A.) 
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A  STUDY  OF  ALTERNATIVE  METHODS  FOR  CONTROLLING 
MILK  PRODUCTION  AND  SUPPORTING  PRICES  TO  FARMERS 
FOR  MILK  AND  BUTTERFAT 


SUMMARY 

This  study  is  devoted  to  a  consideration  of  major  general  methods 
that  might  be  used  to  accomplish  either  of  the  objectives  mentioned 
in  the  title  to  this  report.  It  was  not  feasible  to  cover  all  of  the 
many  variants  under  each  general  method  that  has  been  proposed. 
Likewise,  the  consequences  of  a  combination  of  programs  involving 
2  or  all  3  of  the  possible  approaches  have  not  been  completely  anal¬ 
yzed.  In  general,  it  was  assumed  that  the  change  in  the  particular 
method  under  study  was  the  only  change  made  from  the  present 
dairy  program,  and  no  changes  were  assumed  in  other  agricultural 
programs,  except  where  specifically  stated.  It  might  be  that  the 
type  and  number  of  programs  used  would  depend  upon  the  severity 
of  the  surplus  situation.  In  cases  of  minor  excesses,  only  a  purchase 
method  might  be  employed.  With  a  moderate  surplus,  a  purchase 
program  may  be  used  in  combination  with  a  system  for  payments. 
In  a  more  severe  situation,  these  two  approaches  might  be  combined 
with  some  measure  to  restrict  milk  production  or  sales.  To  point 
out  some  of  the  economic  effects  and  problems  arising  under  each 
method  studied,  an  evaluation  also  was  made  of  the  different  effects 
at  2  alternative  levels  of  support — 75  and  90  percent  of  parity. 
Certain  basic  assumptions  were  necessary  in  evaluating  these  effects 
and  costs. 

Developments  in  the  dairy  industry  in  recent  years  have  brought 
influences  from  two  directions  which  tend  to  depress  average  prices 
for  milk  and  butt  erf  at.  On  the  one  hand,  demand  for  butterfat  has 
declined  considerably.  This  decline  has  been  most  pronounced  in  the 
case  of  butter  but  also  has  been  noticeable  in  connection  with  butter¬ 
fat  used  in  cream,  ice  cream,  and  some  other  products.  On  the  other 
hand,  farmers  have  been  induced  to  increase  production  and  sale  of 
milk  as  a  result  of  many  improvements  in  techniques  of  milk  pro¬ 
duction,  changes  in  economic  relationships,  and  continued  price-sup¬ 
port  activity.  To  support  prices  to  farmers  for  milk  and  butterfat, 
the  CCC  in  recent  years  has  purchased  unprecedented  quantities  of 
dairy  products.  Section  204  (f)  of  the  Agricultural  Act  of  1954,  which 
requires  this  study,  was  included  after  considerable  debate  as  to  the 
appropriate  level  of  support  for  dairy  products  and  some  discussion 
as  to  the  method  of  conducting  such  support. 

An  action  program  to  help  in  solving  the  dairy  problem,  must  be 
cognizant  of  the  various  particular  characteristics  of  the  dairy  indus¬ 
try.  Some  of  these  are:  Milk  production  is  a  continuous  process  and 
it  occurs  in  practically  every  county;  there  is  wide  flexibility  in  use 
of  milk;  production  varies  seasonally  more  than  consumption;  both 
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production^ofrmilkjand  consumption  of  milkTand  dairy  products  re¬ 
spond  slowly  to  price  changes;  milk  and  its^products  are  generally 
recognized  as  among  the  most  important  foods  from  a  nutritional 
stajidpoint;  the  domestic  market  is  the  principal  outlet  for  United 
States  milk  production  and  United  States  prices  are  substantially 
above  the  world  level. 

In  appraising  alternative  methods  of  controlling  production  and 
supporting  prices,  several  criteria  should  be  considered,  including 
effectiveness  in  accomplishing  objective,  effects  on  production,  utiliza¬ 
tion,  prices  and  consumption  of  milk  and  its  products,  the  cost  to 
Government  and  to  the  population-at-large,  incomes  to  dairy  farmers 
and  others,  administrative  problems  for  both  Government  and  indus¬ 
try,  and  accumulation  of  surplus  stocks. 

In  appraising  alternative  methods  for  supporting  dairy  prices,  it  is 
of  interest  to  consider  the  situation  that  probably  would  prevail  in  the 
absence  of  a  price-support  program.  With  milk  production  showing 
some  signs  of  stabilizing  and  continued  high  levels  of  employment  and 
incomes,  prices  to  farmers  for  manufacturing  milk  and  butterfat  over 
the  next  2  or  3  years  probably  would  average  moderately  below  the 
present  support  level,  possibly  in  the  neighborhood  of  70  percent  of 
parity,  if  the  support  program  were  terminated.  The  average  price 
for  all  milk,  including  fluid  milk,  would  show  a  higher  percentage  of 
parity.  These  price  projections  assume  that  present  Government 
stocks  would  be  liquidated  so  as  not  to  compete  with  current  produc¬ 
tion  and  that  import  controls  would  be  continued.  Some  of  the 
specific  effects  of  discontinuing  the  support  program  are  roughly 
indicated  in  table  1,  and  would  include  a  decline  in  cash  receipts  from 
the  sale  of  dairy  products,  an  increase  in  consumption,  and  wider 
seasonal  changes  in  prices  than  recently.  For  some  period,  relatively 
greater  declines  could  be  expected  in  prices  for  manufacturing  milk 
than  for  fluid  milk,  which  are  stabilized  by  many  factors  not  closely 
related  to  the  support  program.  In  3  or  4  years  some  increases  in 
relative  prices  of  beef  cattle  are  likely,  which  would  have  a  deterring 
effect  on  milk  production  and  thereby  would  help  improve  the  dairy 
price  picture.  Even  with  no  support  program,  it  is  probable  that 
domestic  prices  would  continue  above  world  prices  so  there  would  be 
no  significant  increase  in  exports.  On  the  other  hand,  large  imports 
would  occur  if  import  controls  were  removed,  and  prices  and  incomes 
would  be  depressed  below  levels  indicated  in  table  1 . 

Prices  to  farmers  for  milk  and  butterfat  can  be  maintained  above  an 
equilibrium  level  by  one  of  three  general  approaches:  (1)  Imposing 
restrictions  on  production  or  marketings;  (2)  the  Government  (or 
some  other  agency)  buying  and  withholding  from  the  market  a  portion 
of  the  supply;  and  (3)  permitting  all  output  induced  by  above¬ 
equilibrium  prices  to  flow  into  consumption  and  make  payments  to 
compensate  for  the  difference  between  price  actually  received  and  the 
support  objective. 

PRODUCTION  CONTROLS 

Government-enforced  individual  producer  controls  over  milk  pro¬ 
duction  to  limit  market  sales  have  never  been  used,  either  alone  or  in 
conjunction  with  other  methods  to  support  prices.  Control  of  milk 
production  could  be  obtained  with  varying  degrees  of  success  and  costs 
by  sales  quotas,  limiting  cow  numbers,  and  feed  restrictions. 
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Milk  sales  quotas  which  operate  directly  on  output  would  tend  to 
induce  a  more  satisfactory  allocation  of  resources  among  producers, 
areas,  and  regions,  than  would  methods  of  control  which  place  restric¬ 
tions  on  input  factors.  More  effective  control  per  dollar  of  cost  prob¬ 
ably  could  be  achieved  by  output  quotas  but  any  quota  plan  would 
tend  in  some  degree  to  freeze  existing  patterns  of  resource  use  and  to 
slow  down  desirable  long-run  adjustments  toward  lower  cost  and  more 
efficient  production. 

Major  variants  of  sales  quota  plans  include: 

1.  Quotas  with  penalties  for  excess  marketings; 

2.  Quotas  with  payments  for  reduction  in  marketings; 

3.  Quotas  with  payments  on  quota  milk  only; 

4.  Quotas  transferable  with  decreasing  payments; 

5.  Quotas  with  price  insurance; 

6.  Quotas  enforced  only  by  legal  action. 

Each  of  these  quota  methods  would  call  for  rigid  controls  of  produc¬ 
tion  and  marketing.  Difficult  administrative  problems  would  be 
involved  in  establishing  equitable  quotas  for  the  approximately  1.5 
million  dairy  farmers  who  would  participate.  These  problems  would 
be  greater  than  for  storable  crops  because  milk  is  more  perishable. 
Moreover,  milk  is  produced  and  sold  under  different  conditions  from 
those  for  crops  on  which  acreage  allotments  and  marketing  quotas 
have  been  used.  For  example,  the  fact  that  market  demands  differ 
for  fluid  milk  and  manufacturing  milk  raises  a  difficult  problem  of 
developing  regionally  equitable  quotas.  Again,  any  production  in 
excess  of  a  producer’s  quota  could  not  be  stored  by  him  for  sale  in  a 
future  period  (as  is  possible  under  most  marketing  quotas  for  stor- 
ables),  but  would  have  to  be  used  on  the  farm  or  sold  with  consequent 
effects  on  prices  and  program  cost. 

Cow  numbers  could  be  limited  by  a  culling  program  or  cow  allot¬ 
ments,  but  any  reduction  in  numbers  could  be  offset  in  whole  or  in 
part  by  increases  in  yields.  Also,  any  large-scale  removal  of  cows 
would  affect  beef-cattle  prices.  Controls  over  production  in  the  form 
of  restrictions  on  feed  grains  could  take  the  form  of  a  feed-grain 
storage  program,  a  tax  on  dairy  feeds,  or  rationing  of  the  quantity  of 
feed  used  for  dairy  production.  A  basic  difficulty  with  this  approach 
is  that  much  of  the  feed  used  for  milk  production  comes  from  home- 
produced  forage  and  concentrates. 

The  proposals  outlined  thus  far  are  directed  solely  toward  the  prob¬ 
lems  of  dairy  production  and  marketing.  If  desired,  a  broader  pro¬ 
gram  might  be  developed  to  help  fit  dairy  production  into  the  frame¬ 
work  of  a  generally  more  efficient  agriculture.  Such  a  program  might 
include  special  assistance  from  the  Government  to  improve  efficiency 
of  certain  dairy  farmers  and  to  aid  others  in  shifting  to  different  lines 
of  farm  production  or  to  opportunities  outside  of  agriculture.  Besides 
payments  to  convert  production  to  a  more  efficient  basis,  this  program 
might  involve  supervised  credit  to  finance  adjustments  and  grants  to 
educate  and  retrain  farmers  for  other  occupations — in  areas  involving 
products  or  services  for  which  demand  may  be  increasing. 

Further  expansion  of  disease  control  and  eradication  programs,  par¬ 
ticularly  for  brucellosis,  would  tend  to  reduce  milk  cow  numbers  tem¬ 
porarily  and  thereby  the  mfik  supply.  In  recent  years  about  3  percent 
of  the  milk  cows  tested  for  brucellosis  were  found  to  be  reactors  and 
around  half  of  these  were  slaughtered.  Since  this  disease  in  cattle 
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can  be  transmitted  to  humans  as  undulant  fever,  a  broadened  program 
possibly  includmg  larger  indemnity  payments,  might  well  be  justified. 
The  effect  of  such  a  program  in  reducing  volume  of  milk  would  be 
temporary  as  would  other  programs  involving  reductions  in  cow  num¬ 
bers.  After  a  few  years,  average  productivity  of  dairy  cows  v\^ould 
be  greater  than  before.  However,  the  period  of  lower  output  may  well 
coincide  with  the  time  when  surpluses  otherwise  would  be  the  most 
troublesome.  In  the  long  run  a  disease-eradication  program  would 
contribute  to  lower  cost  of  milk  production  as  well  as  to  a  safer  milk 
supply. 


METHODS  OF  SUPPORTING  RETURNS  TO  FARMERS 

Two  general  methods  of  supporting  returns  to  fanners  are:  (1)  For 
the  Government  (or  some  other  agency)  to  remove  from  the  com¬ 
mercial  market  those  quantities  which  would  not  move  into  consump¬ 
tion  at  the  support  price,  and  (2)  for  the  entire  supply  to  be  permitted 
to  move  freely  into  consumption  at  whatever  price  it  would  bring  and 
payments  made  equal  to  the  difference  between  the  support  price  and 
the  average  market  price.  Each  approach  would  have  about  the  same 
effect  on  milk  production,  assuming  price  support  at  the  same  level. 
But  there  would  be  significant  differences  as  to  their  effects  on  con¬ 
sumption  and  utilization  of  milk,  cost  to  the  Government  and  con¬ 
sumers,  and  administrative  problems  involved.  These  effects  natu¬ 
rally  would  vary,  depending  upon  the  specific  mechanics  of  operation 
employed.  Many  variations  of  the  two  general  approaches  covered 
in  this  study  would  be  possible. 

DAIRY  PRODUCT  PURCHASES 

Prices  to  producers  for  milk  and  butterfat  would  continue  to  be 
effectively  supported  by  Government  purchases  of  dairy  products  at 
prices  that  would  reflect  the  announced  level  of  price  support  to 
producers,  as  authorized  by  the  amended  Agricultural  Act  of  1949. 
This  method  provides  farmers  a  market  for  all  of  the  milk  and  butter- 
fat  produced  but  can  result  in  a  severe  storage  problem.  The  Depart¬ 
ment  had  a  great  deal  of  experience  in  buying  dairy  products  to  support 
prices  to  farmers  before  World  War  II,  to  acquire  supplies  during  and 
immediately  after  the  war  for  military,  lend-lease,  and  foreign  assist¬ 
ance  purposes,  and  for  price-support  purposes  in  recent  years.  The 
largest  price-support  purchases  were  in  the  1953-54  marketing  year 
when  CCC  removed  from  the  market  the  equivalent  of  11  percent  of 
the  total  farm  marketings  of  milk  and  butterfat  in  supporting  prices 
at  90  percent  of  both  the  parity  price  for  butterfat  and  of  the  parity 
equivalent  price  for  manufacturing  milk. 

Since  the  purchase  method  tends  to  maintain  market  prices  of  both 
fluid  milk  and  manufactured  dairy  products  at  levels  corresponding 
to  the  support  level,  this  method  tends  to  restrict  consumption  to 
those  quantities  that  consumers  will  buy  at  the  equivalent  of  the 
support  level.  Distribution  of  Government  stocks  for  school  lunch, 
welfare,  and  other  uses,  may  utilize  only  part  of  the  supply  removed 
from  the  market  under  the  program. 

The  quantity  of  dairy  products  that  can  be  used  ui  school  lunch, 
welfare,  and  other  outlets  is  an  important  consideration  in  deter¬ 
mining  the  level  of  prices  that  can  be  supported  by  purchases  if  large 
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stocks  are  not  to  be  built  up.  Dairy  products  normally  are  stored 
for  one  season  only  and  the  quality  risk  in  longer  storage  makes  it 
inadvisable  to  operate  price-support  programs  on  a  basis  that  requires 
carrying  dahy  products  in  storage  for  substantially  longer  periods. 

Since  production  conditions  generally  change  little  within  a  market¬ 
ing  year,  sales  of  dairy  products  back  to  the  market  generally  cannot 
be  depended  upon  as  a  major  outlet  for  dairy  products  acquired  under 
support  programs.  Sales  at  world  prices  for  commercial  export  also 
do  not  represent  an  immediate  outlet  for  large  quantities  without 
seriously  disturbing  foreign  markets  for  dairy  products.  School  lunch 
and  welfare  uses  of  dairy  products  donated  for  those  purposes  in  the 
United  States  and  in  foreign  countries  are  the  principal  outlets  under 
present  conditions  which  apparently  can  use  up  to  about  6  percent 
of  the  yearly  farm  marketings  of  milk  and  butterfat.  The  estimated 
increase  in  consumption  by  military  personnel,  as  authorized  in  the 
Agricultural  Act  of  1954,  is  an  outlet  for  less  than  1  percent  of  the 
total  supply. 

The  purchase  method  involves  purchase  contracts,  storage,  rein¬ 
spections,  sales,  donations,  and  detailed  accounting  for  control  of 
operations.  Wliile  this  method  is  administratively  feasible  the 
accumulation  of  inventories  creates  serious  storage  and  quality- 
maintenance  problems. 

By  holding  domestic  market  prices  above  foreign  prices,  the  pur¬ 
chase  method  of  support  tends  to  attract  imports  of  dairy  products 
which,  unless  restricted,  would  increase  Government  price-support 
purchases  and  materially  interfere  with  the  support  program.  Also, 
the  chances  of  exporting  dairy  products  are  reduced. 

LOANS  ON  DAIRY  PRODUCTS 

Nonrecourse  loans  to  manufacturers  and  storers  of  dairy  products 
at  loan  rates  corresponding  to  market  prices  of  the  products  that 
would  reflect  the  price-support  level  to  producers  for  milk  and  butter- 
fat  would  have  about  the  same  effects  as  the  purchase  method  on 
prices  to  producers,  on  prices  to  consumers,  and  on  consumption  of 
milk  and  its  products.  It  would  involve  the  same  problems  of  find¬ 
ing  outlets  for  dairy  products  acquhed  under  the  loan  program. 
However,  it  might  be  more  difficult  to  plan  dispositions  in  school 
lunch,  welfare,  and  other  outlets  until  CCC  acquired  supplies  either 
by  calling  loans  or  by  maturity  of  them. 

DIRECT  PAYMENTS  TO  PRODUCERS 

Unit  returns  to  farmers  for  milk  and  butterfat  could  be  effectively 
supported  by  direct  payments  to  them  on  their  sales  of  such  products. 
Market  prices  of  milk  and  its  products  would  be  determined  mainly 
by  market  supply  and  demand  influences  at  levels  at  which  consumers 
would  buy  the  total  available  supplies.  Federal  orders  would  con¬ 
tinue  to  operate  in  milk  markets  where  prices  would  be  adjusted 
through  the  functioning  of  the  formulas  or  other  provisions  or  by 
amendments  of  the  orders.  Likewise,  some  State  orders  might  need 
to  be  amended.  Payments  to  farmers  would  be  based  on  the  differ¬ 
ences  between  the  announced  support  prices  and  the  average  or  pre¬ 
vailing  prices  received  by  farmers  for  milk  or  butterfat.  A  supple- 
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mental  limited  purchase  program  to  prevent  unduly  wide  market 
fluctuations  might  facilitate  the  determination  of  payment  rates  and 
the  administration  of  the  payment  program.  Such  purchases  could 
be  limited  to  quantities^that  could  be  readily  used  currently  in  school 
lunch,  welfare,  and  similar  outlets  without  accumulating  large  in¬ 
ventories. 

CCC  made  direct  payments  to  farmers  on  milk  and  butterfat  from 
October  19,  1943,  through  June  1946  under  wartime  authority.  Addi¬ 
tional  legislation  now  would  be  necessary,  however,  to  authorized 
payments  as  a  dairy  price  support  method. 

Returns  to  producers  for  milk  and  butterfat  could  be  supported  at 
any  desired  level  by  use  of  payments.  This  method  would  result  in 
the  consumption  of  the  total  available  supply  in  commercial  market 
outlets.  Under  this  method  domestic  prices  would  be  less  attractive 
to  imports  than  under  a  purchase  method.  However,  there  could 
still  be  import  problems  on  some  commodities. 

The  method  would  require  a  larger  administrative  staff  to  receive, 
check,  and  pay  about  1]4  million  applications  in  each  payment  period. 
The  program  could  be  administered  through  the  existing  local  agri¬ 
cultural  stabilization  and  conservation  committees. 

PAYMENTS  TO  PROCESSORS  AND  DEALERS 

Another  method  of  supporting  prices  to  producers  for  milk  and 
butterfat  would  be  to  make  payments  to  processors  and  dealers  on 
all  milk  and  butterfat  purchased  from  farmers  and  on  retail  sales 
by  farmers.  Wholesale  and  retail  prices  of  milk  and  its  products 
would  be  determined  principally  by  market  supply  and  demand 
influences  at  levels  at  which  consumers  would  buy  and  consume  the 
total  available  supply.  To  enable  processors  and  dealers  to  pay 
farmers  prices  for  milk  and  butterfat  corresponding  to  the  support 
level,  CCC  would  make  payments  to  processors  and  dealers  based  on 
differences  between  the  prevailing  market  price  level  and  those  prices 
that  would  have  reflected  the  support  to  producers.  Federal  orders 
would  continue  to  set  minimum  prices  for  milk  through  pricing  for¬ 
mulas  or  by  amendments  where  necessary  to  provide  for  appropriate 
adjustments.  Payments  to  processors  and  dealers,  like  direct  pay¬ 
ments  to  farmers,  would  result  in  the  consumption  of  the  total  avail¬ 
able  supply  in  commercial  market  outlets.  The  operation  of  the 
program  and  the  orderly  pricing  and  marketing  of  dairy  products 
would  be  aided  (if  unduly  wide  fluctuations  tended  to  persist)  by  a 
supplementary  program  of  buying  limited  quantities  of  dairy  prod¬ 
ucts  that  could  be  used  in  school  lunch  and  other  programs  without 
piling  up  large  inventories. 

A  somewhat  similar  method  could  be  used  with  payments  confined  to 
milk  and  butterfat  used  in  manufacturing  certain  dairy  products  or 
to  the  quantity  of  such  products  produced.  Market  prices  of  fluid 
milk  and  other  dairy  products  not  included  in  the  program  would 
remain  at  levels  corresponding  to  the  support  prices  to  the  producers 
and  the  consumption  of  such  milk  and  dairy  products  would  tend  to 
be  restricted  to  those  quantities  that  consumers  would  buy  at  such 
price  levels.  The  excess  milk  and  butterfat  would  be  channeled  into 
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the  production  of  the  dairy  products  subject  to  payments  and  their 
market  prices  would  decline  to  the  level  at  which  the  total  supplies 
could  be  sold  through  commercial  trade  outlets.  The  payment  rates 
would  be  based  on  the  differences  between  the  prevailing  market  prices 
and  those  prices  of  the  products  that  would  reflect  the  support  level 
to  producers  for  manufacturing  milk  and  butterfat.  This  method 
might  require  drastic  reductions  in  prices  of  the  few  products  to  move 
the  increased  supplies  of  those  products  in  periods  of  extensive  sur¬ 
pluses.  It  might  result  in  wide  swings  in  market  prices  and  supplies 
of  those  products  as  moderate  changes  in  total  milk  production  or 
consumer  demand  brought  about  large  changes  in  the  production  of 
the  few  products. 

CCC  made  payments  to  processors  of  Cheddar  cheese  and  payments 
to  dealers  in  a  number  of  fluid  milk  markets  during  and  immediately 
after  World  War  II.  Additional  legislation  would  be  needed  now, 
however,  to  authorize  payments  to  processors  and  dealers  as  a  dairy 
price  support  method. 

PAYMENTS  ON  INCREASED  USES  OF  DAIRY  PRODUCTS 

Payments  might  be  made  on  certain  uses  of  milk  and  its  products 
as  one  method  of  indirectly  supporting  prices  to  producers.  For  exam¬ 
ple,  payments  might  be  made  on  the  use  of  dairy  products  in  bakery 
products,  other  prepared  foods  or  industrial  purposes.  The  probable 
increase  in  such  uses  probably  would  represent  a  very  small  percentage 
of  the  total  consumption  of  milk  and  its  products.  The  program  would 
encounter  problems  of  defining  and  controlling  the  eligible  uses  and  of 
providing  opportunity  for  the  thousands  of  small  users  to  participate 
and  thereby  maintain  their  competitive  positions. 

BARGAIN-SALE  PLAN 

The  bargain-sale  plan  is  a  proposal  to  reduce  any  existing  large  CCC 
stocks  by  lowering  the  average  price  of  butter  or  cheese  to  consumers, 
thus  stimulating  consumption.  For  example,  CCC  could  offer  to  sell 
butter  at  a  low  price  to  distributors  who,  in  turn,  would  sell  print  butter 
to  commercial  trade  outlets  at  reduced  prices  based  on  the  weighted 
average  cost  of  butter  acquired  from  CCC  at  the  low  price  and  of  butter 
from  current  production  at  prices  corresponding  to  the  support  level. 
As  an  alternative,  the  distributors  might  sell  the  print  butter  for  resale 
to  consumers  on  the  basis  of  a  low  price  for  additional  butter  with  each 
sale  of  butter  at  the  regular  price.  Meanwhile,  prices  to  producers 
for  milk  and  butterfat  would  continue  to  be  supported  by  Government 
purchases  of  dairy  products. 

In  order  to  dispose  of  existing  large  stocks,  the  Commodity  Credit 
Corporation  would  have  to  sell  a  large  quantity  of  butter  at  a  very 
low  price  in  order  to  cause  average  retail  prices  of  all  butter  to  drop 
enough  to  increase  consumption  substantially.  Furthermore,  con¬ 
sumption  would  increase  by  less  than  the  volume  of  CCC  sales  to 
distributors,  because  the  CCC  butter  would  partly  replace  commercial 
supplies  from  current  production.  CCC  would  have  to  buy,  in  addi¬ 
tion  to  its  other  price-support  purchases,  a  quantity  equal  to  this 
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replacement.  It  is  estimated  that  it  would  be  necessary  for  CCC  to 
buy  from  current  production  an  additional  quantity  of  butter  equal 
to  more  than  half  of  the  quantity  that  would  be  sold  under  such  a  plan. 
For  example,  if  CCC  sold  50  million  pounds  of  butter  per  month  to 
distributors  at  1  cent  per  pound,  this  would  permit  a  decrease  in 
retail  price  of  about  29  percent.  If  consumption  increased  as  much  as 
29  percent,  which  is  highly  improbable,  total  monthly  consumption 
in  commercial  outlets  would  increase  by  only  26  million  pounds.  It 
would  be  necessary  for  CCC  in  effect  to  buy  back  24  million  pounds  at 
prices  corresponding  to  the  support  level. 

To  the  extent  that  the  plan  resulted  in  increased  consumption,  how¬ 
ever,  the  CCC  inventory  would  be  correspondingly  smaller  than  with¬ 
out  the  plan. 

The  plan  would  involve  other  difficult  problems:  Establishment  of 
CCC  sales  quotas  for  all  distributors,  prompt  delivery  of  butter  on  an 
equitable  basis,  coordination  of  the  distribution  of  CCC  butter  and 
currently  produced  butter,  and  provision  of  means  for  2,000  creamer¬ 
ies,  which  sell  some  print  butter  locally  but  could  use  only  small 
quantities  of  CCC  butter,  to  participate  and  maintain  their  competi¬ 
tive  positions.  It  would  be  necessary  to  rely  upon  competition  to 
reduce  prices  to  consumers  because  to  police  and  enforce  regulations 
concerning  distribution  and  pricing  of  butter  in  trade  outlets  through¬ 
out  the  Nation  would  not  be  practicable. 

EFFECT  OF  PRICE-SUPPORT  METHODS  ON  DAIRY  PRODUCTION  AND 

UTILIZATION 

The  effect  of  price  support  on  milk  production  depends  mainly 
upon  the  support  level  for  milk  and  butterfat,  prices  of  other  farm 
commodities,  supplies  of  feeds,  and  other  production  conditions. 
Assuming  farmers  were  assured  the  same  support  per  100  pounds  of 
milk  or  per  pound  of  butterfat,  the  effect  on  total  milk  production 
probably  would  be  about  the  same  regardless  of  method. 

The  purchase  method  of  support  tends  to  restrict  the  consumption 
of  milk  and  its  products  in  commercial  trade  channels  to  the  quantities 
that  consumers  will  buy  at  prices  corresponding  to  the  support  level. 
At  least  part  of  the  supplies  removed  from  the  market  are  diverted  for 
consumption  in  school  lunch,  welfare,  and  other  outlets.  Direct  pay¬ 
ments  to  farmers  on  all  milk  and  butterfat,  or  payments  to  processors 
and  dealers  on  all  milk  and  its  products,  would  result  in  the  consump¬ 
tion  of  the  total  supplies  of  milk  and  its  products  in  commercial 
market  outlets.  In  the  case  of  payments  to  processors  limited  to  a 
few  dairy  products,  consumption  of  fluid  milk  and  other  dairy  products 
would  be  those  quantities  that  consumers  would  buy  at  prices  corre¬ 
sponding  to  the  support  level ;  the  increased  total  supplies  of  products 
subject  to  payment  would  be  marketed  in  commercial  outlets,  their 
prices  declining  enough  to  induce  consumers  to  buy  the  total  supplies. 
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Table  1. — Comparison  of  alternative  dairy -price-support  programs:  Production, 
farm  marketings,  consumption,  cash  farm  receipts  and  consumer  costs  ^ 


Item 

Unit 

No  pro¬ 
gram 

75  percent  of  parity 

90  percent  of  parity 

Purchase 
and  di¬ 
version 

Direct 

pay¬ 

ments 

Purchase 
and  di¬ 
version 

Direct 

pay¬ 

ments 

120 

103 

122 

105 

122 

105 

125 

108 

125 

108 

Farm  marketings . . 

_ do _  - 

Cash  receipts: 

3,700 

3,  900 

3,  550 
350 

4,  575 

3,  350 
1,225 

Direct  Government 
payments. 

Total _ 

. do _  _ _ 

_ do _ 

3,700 

3,  900 

3,  900 

4,  575 

4,  575 

Prices: 

Support  prices:  3 

Manufacturing 

milk. 

Butterfat _ 

Dollars  per  hundred¬ 
weight. 

Cents  per  pound _ 

2.  95 

55.5 

3.  75 

2.  95 

55.5 

2.  95 

55.5 

3.  40 

2.60 

49.0 

3.  55 

66.5 

4. 35 

3.  55 

66.5 

3. 55 

66.5 

3.15 

2.35 

44.0 

Market  prices:  ^ 

All  milk  wholesale.- 

Manufactur  ing 
milk. 

Butterfat  - 

Dollars  per  hnndred- 
weight. 

_ do _ 

3.  60 

2. 80 

52.5 

Cents  per  pound 

Disposition: 

Domestic  civilian  con¬ 
sumption:  < 

Total _ _ 

Billion  pounds _ 

113 

(707) 

111.5 

(698) 

3.7 

6.8 

114.7 

(718) 

107.0 

(670) 

11.5 

6.5 

117.0 

(732) 

Per  capita _ 

Pounds _ 

Surplus _ 

Billion  poimds _ 

Other  uses  3 _ 

_ .do _  _ 

7 

7.3 

8.0 

Total _ 

_ do _ _ _ 

120 

122.0 

122.0 

125.0 

125.0 

Cost  to  consumers  s _ 

Million  dollars _ 

8,  250 

8, 300 
150 

8,  200 
350 

8,  500 
525 

8,100 

1,225 

Cost  to  Government _ 

_ do _ 

Total  - _ _ 

_ do _ _ 

8,  250 

8,  450 

8,  550 

9,  025 

9,  325 

1  Basic  assumptions  underlying  data  in  this  table  are  that  the  level  of  economic  activity,  population  and 
employment  would  approximate  that  of  the  average  in  1953-54.  “No  program”  means  only  that  there 
would  be  no  support  program  on  manufacturing  milk  and  butterfat.  Marketing  orders  and  other  phases 
of  agricnltural  programs  are  assumed  to  continue  as  now  in  effect. 

2  These  levels  would  be  the  estimated  production  for  each  price-support  level  after  some  time  had  been 
allowed  for  adjustment  to  such  level.  A  longer  (or  shorter)  period  of  adjustment  would  result  in  greater 
(or  smaller)  differences  in  production  among  levels.  It  was  assumed  that  about  a  2-percent  change  in 
production  would  be  associated  with  a  10-percent  change  in  relative  price,  for  a  comparatively  short-term 
period.  Extrapolating  beyond  the  near-term  period  would  require  additional  allowance  to  take  into  ac¬ 
count  longer-run  technological  changes  which  occur  in  the  production  phase  of  dairying  as  well  as  longer- 
term  economic  adjustments. 

3  “Parity”  prices  for  all  milk  wholesale  and  for  butterfat  are  based  on  a  parity  index  of  280,  the  approxi¬ 
mate  level  realized  during  1953-54.  The  “parity  equivalent”  price  for  manufacturing  milk  was  assumed  to 
be  84.1  percent  of  the  parity  price  for  all  milk  wholesale.  Support  prices  of  75-  and  90-percent  levels  were 
rounded. 

*  The  quantities  shown  are  the  approximate  amounts  that  wonld  be  consumed  at  the  corresponding  mar¬ 
ket  prices  (snpported  or  nonsupported) .  The  estimated  quantities  consumed  at  the  different  assumed  price 
levels  were  computed  as  follows;  (1)  consumption  under  the  75  percent  of  parity  level  was  approximated 
from  the  rate  of  consumption  in  the  period  following  April  1954  (when  75  percent  of  parity  supports  became 
effective)  and  (2)  consumption  rates  for  other  price  levels  were  computed  on  the  basis  of  average  relation¬ 
ships  between  prices  and  consumption,  applied  to  the  price-quantity  relationship  under  the  75-percent- 
of-parity  situation.  Deviations  from  the  base-price  qnantity  were  computed  assuming  that  a  10-percent 
change  in  retail  price  was  associated  with  changes  in  the  qnantities  consnmed  in  the  opposite  direction  of 
approximately  4  percent  for  finid  milk  and  cream  and  an  average  of  about  7  percent  for  manufactured  dairy 
products.  Adjustments  were  made  only  in  the  quantities  consnmed  off  farms.  The  domestic  civilian 
consnmption  figure  also  includes  consumption  on  farms  where  milk  is  produced. 

5  This  category  includes  feed  uses,  consumption  by  the  military  and  allowance  for  imports  and  exports. 
•  It  was  assumed  that  exports  would  range  from  a  low  of  1  billion  pounds  at  the  90-percent  of  parity  support 
level  xmder  purchase  and  diversion  to  about  2.5  billion  pounds  at  the  same  support  level  under  a  system  of 
direct  payments  and  accompanying  lower  market  prices. 

6  Aggregates  of  retail  prices  times  civilian  domestic  consumption,  excluding  milk  used  for  consumption  on 
farms  where  produced.  Prices  of  milk  and  manufactured  dairy  products  at  all  marketing  levels  for  period 
following  April  1954  were  used  as  a  starting  point  for  establishing  the  level  of  retail  prices.  In  establishing 
differences  in  retail  prices  among  price  levels  it  was  assumed  that  marketing  costs  remained  the  same  and 
sufficient  time  was  allowed  for  adjustments  in  retail  prices  to  reflect  fully  the  changes  in  prices  received  by 
farmers. 
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COMPARATIVE  COSTS  OF  PURCHASE  METHOD  AND  DIRECT  PAYMENTS 

The  direct  purchase  program  differs  considerably  in  several  respects 
from  any  one  of  the  variants  of  the  direct-payment  types  of  programs. 
With  respect  to  the  cost  to  the  Government,  the  outlay  would  be 
substantially  greater  under  a  system  of  direct-payments  than  under 
purchase  and  diversion  arrangements  such  as  now  conducted.  This 
would  be  true  even  if  there  were  no  recovery  from  products  purchased. 
Under  a  direct-payment  program,  however,  the  retail  prices  of  dairy 
products  would  be  lower  and  consumption  would  be  greater  than  under 
a  direct-purchase  operation.  Despite  larger  consumption  in  the  for¬ 
mer  case  the  cost  to  the  population  at  large  (retail  cost  plus  taxes  to 
support  the  program)  would  be  essentially  the  same  under  the  two 
programs. 

Several  price-support  plans  that  would  be  industry  operated  and 
at  least  partly  financed  by  producers  have  been  proposed.  They 
would  embody  one  or  more  of  the  purchase,  payment,  or  quota  meth¬ 
ods  discussed  in  this  report.  They  would  provide  for  varying  com¬ 
binations  of  Government  and  industry  financing  and  for  administra¬ 
tion  of  the  programs,  including  determination  of  support  level,  direc¬ 
tion  of  program  operations,  and  determinations  of  fees  to  be  collected 
from  producers  by  an  industry  board  represented  wholly  or  mainly  by 
producers.  Industry  financing  generally  would  be  through  fees  col¬ 
lected  from  producers  whether  such  programs  were  operated  by  the 
Government  or  by  an  industry  board.  They  would  involve  substan¬ 
tially  the  same  administrative  problems,  the  same  total  costs  in  pur¬ 
chases  or  payments  to  support  the  same  level  of  prices  to  producers 
and  the  same  problems  of  limited  outlets  for  products  acquired  under 
the  program  by  sale  or  donations  to  school  lunch,  welfare,  and  other 
outlets,  as  well  as  similar  problems  of  international  trade  and  relation¬ 
ships  in  connection  with  commercial  exports.  Fees  levied  on  farm 
sales  of  milk  and  butterfat,  however,  would  reduce  the  support  levels 
to  producers  correspondingly.  The  extent  to  which  the  cost  of  price 
support  would  be  shifted  from  the  Government  to  producers  would 
depend  upon  who  bore  the  cost  of  products  donated  to  school  lunch, 
welfare  and  other  uses  and  upon  the  amount  of  fees  collected  from 
producers  compared  with  the  total  cost  of  program  operations. 

marketing“^orders 

The  highly  perishable  nature  of  fluid  milk  makes  it  necessary  to 
have  established  in  advance  of  production  a  systematic  procedure  for 
determining  prices  of  milk  used  in  fluid  distribution.  One  of  these 
methods  is  milk-marketing  orders  now  used  in  53  local  milk-market 
areas  to  equalize  bargaining  between  farmers  and  distributors.  The 
principal  objective  of  these  orders  is  to  establish  a  series  of  minimum 
prices  for  milk  used  for  each  purpose  at  levels  intended  to  reflect  local 
supply  and  demand  conditions. 

Marketing  orders  prevent  sharp  price  reductions  arising  from 
bargaining  inequalities  and  therefore  they  have  resulted  at  times  in 
higher  prices  to  producers  than  would  occur  in  the  absence  of  regula¬ 
tion.  On  the  other  hand,  unregulated  prices  to  producers  may  result 
in  widely  fluctuating  supplies  and  prices  which  could  bring  about 
higher  longtime  average  prices  than  occur  in  regulated  markets, 
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Under  marketing  orders,  prices  are  adjusted  promptly,  but  less 
sharply  than  in  a  free  market,  to  changing  economic  conditions. 
Removal  of  price  uncertainty  permits  producers  to  make  production 
plans  and  commitments  with  greater  confidence  than  under  conditions 
of  price  uncertainty  which  often  prevail  in  the  absence  of  price  regula¬ 
tion.  Consequently,  a  greater  production  usually  accompanies  a 
given  price  level  than  in  the  case  of  unregulated  market  conditions. 
During  recent  years  price-support  programs  for  manufactured  dairy 
products  have  been  an  important  influence  in  determining  the  level  of 
all  dairy  prices,  including  prices  of  fluid  milk  in  regulated  markets. 

Marketing  agreements  were  adopted  in  the  1930’s  for  evaporated 
milk  and  nonfat  dry  milk  solids  in  an  attempt  to  correct  unstable 
prices  and  marketing  conditions  for  those  two  products.  Marketing 
agreements  and  orders  are  well  adapted  to  the  maintenance  of  orderly 
marketing  and  pricing  conditions  in  the  fluid  milk  industry  and  they 
could  be  used  for  such  purposes  in  the  manufacturing  milk  industry. 
However,  they  are  not  by  themselves  an  adequate  method  for  main¬ 
taining  prices  to  producers  over  long  periods  of  time  at  levels  unrelated 
to  market  supply  and  demand  conditions.  Such  a  pricing  policy 
would  generate  surpluses  for  which  no  market  outlet  was  provided 
by  the  marketing  order  or  agreement  program.  This  situation  could 
be  corrected  only  by  controlling  the  production  or  marketing  of  milk 
or  by  providing  alternative  outlets  for  the  surplus  supplies. 

INCREASING  CONSUMPTION  OF  MILK  AND  DAIRY  PRODUCTS 

Several  factors  aside  from  price  affect  the  level  of  consumption  of 
milk  and  dairy  products.  Considerable  opportunity  exists  for  ex¬ 
panding  the  demand  for  milk  and  dairy  products.  Moreover,  greater 
consumption  would  contribute  to  improvement  in  the  health  of  the 
Nation’s  population  and  has  long  been  recommended  by  nutritionists. 
While  many  different  programs  have  been  suggested  to  increase 
consumption,  none  of  them  by  itself  is  directly  a  price-support  m.ethod. 
However,  they  are  important  adjuncts  to  any  price-support  program 
tending  to  decrease  the  quantities  of  milk  and  dairy  products  on  which 
price  support  must  be  provided  or  outlets  for  commodities  acquired. 

One  major  group  of  methods  involves  industry  and  Government 
action  to  increase  commercial  demand.  Evaluation  of  the  success  of 
such  programs,  however,  should  not  be  based  on  immediate  effects. 
Considering  that  a  change  in  consumption  habits  is  involved,  long¬ 
term  effects  are  likely  to  be  more  important.  This  group  includes 
action  to  improve  merchandising  methods  such  as  increasing  the 
availability  of  dairy  products  to  stimulate  ‘‘impulse”  purchases,  to 
reduce  marketing  costs-,  to  expand  sales  promotional  programs  for 
encouraging  increased  purchases,  to  develop  new  and  better  dairy 
products,  and  to  conduct  research  and  educational  work  to  inform 
consumers  of  the  nutritional  value  of  dairy  products.  Programs  of 
this  nature  could  be  financed  partly  by  voluntary  assessments, 
processing  taxes,  or  some  other  means. 

Another  group  of  methods  involves  distribution  programs — pro¬ 
grams  seeking  to  increase  consumption  of  surplus  dairy  products  by 
children  in  schools  and  by  low-income  persons.  The  short-run  objec¬ 
tive  of  this  method  is  to  increase  demand  for,  and  consumption  of, 
foods  in  plentiful  and  surplus  supply.  The  long  run  objective  is  to 
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help  bring  about  higher  levels  of  food  consumption  that  will  result  in 
better  markets  for  agricultural  commodities  and  improve  health  and 
nutrition.  This  approach  was  started  initially  to  provide  outlets  for 
surpluses  acquired  under  Government  programs.  Several  methods 
now  in  operation  or  which  have  operated  in  the  past,  however,  involve 
modifications  under  which  the  surpluses  would  be  lessened  by  increased 
consumption  tlu-ough  commercial  channels. 

These  distribution  programs  offer  large  outlets  for  dairy  products. 
Use  of  these  outlets  depends  upon  the  number  of  persons  in  each  group 
coupled  with  the  willingness  of  the  Government  to  underwrite  a  sub¬ 
stantial  share  of  the  cost  of  the  program.  For  example,  under  the 
direct  distribution  program  (in  which  the  Government  donates  food 
acquired  under  price  support  to  school-lunch  programs  and  for  do¬ 
mestic  and  foreign  use  by  needy  people)  it  is  estimated  that  up  to  730 
million  pounds  of  dairy  products  will  be  moved  in  1954-55  at  a  cost  of 
over  250  million  dollars.  Consumption  of  fluid  milk  in  schools  is 
being  encouraged  with  Government  assistance  through  two  programs. 
Under  the  national  school-lunch  program,  which  is  financed  in  part 
by  grants  of  appropriated  Federal  funds  and  donated  foods,  school 
children  consumed  in  1953-54  about  850  million  pounds  of  milk,  as 
a  beverage.  The  $50  million  available  for  the  special  school  milk 
program  announced  for  1954-55  (and  authorized  for  1955-56)  will 
permit  an  increase  in  consumption  of  over  600  million  pounds  of  fluid 
milk  on  an  annual  basis. 

Low-income  families  represent  an  unknown  potential  outlet  for 
increased  consumption  of  milk  and  dairy  products.  No  program  is 
currently  authorized  to  reach  this  group,  but  various  proposals  have 
been  advanced  for  some  type  of  food-stamp  or  food-allotment  program 
to  increase  the  level  of  food  consumption  among  low-income  families, 
particularly  for  foods  in  surplus  or  plentiful  supply.  In  addition, 
some  consideration  has  been  given  to  a  similar  plan  restricted  to  fluid 
milk.  Such  a  program  might  provide  an  outlet  for  an  additional  750 
million  pounds  of  milk  annually  or  between  1  and  2  percent  of  present 
fluid  milk  consumption.  It  is  estimated  that  a  program  of  this  size 
would  cost  about  $75  million.  However,  there  are  difficult  adminis¬ 
trative  problems  involved  in  programs  of  this  type,  as  indicated  by 
experience  with  the  stamp  plan.  Limited  experimental  operations 
would  be  required  to  determine  the  most  effective  administrative  and 
operating  techniques  prior  to  establishment  of  any  national  program. 


INTRODUCTION 


To  support  prices  to  farmers  for  milk  and  butterfat,  the  Commodity 
Credit  Corporation  in  recent  years  has  purchased  unprecedented 
quantities  of  manufactured  dairy  products.  These  products  are 
relatively  perishable  and  Government  holdings  now  exceed  foreseeable 
outlets.  Fundamental  problems  are  facing  Members  of  Congress  and 
others  responsible  for  formulation  of  agricultural  price  policy  concern¬ 
ing  both  the  method  of  conducting  any  price  support  and  the  level  of 
any  such  support.  The  Agricultural  Act  of  1954  contains  the  follow¬ 
ing  provision  (sec.  204  (f)): 

The  Secretary  of  Agriculture  is  directed  to  make  a  study  of  the  various  methods 
of  production  control  and  of  the  various  methods  of  price  support  which  could  be 
made  applicable  to  milk  and  butterfat  and  their  products,  including  programs  to 
be  operated  and  financed  by  dairymen;  and  to  submit  to  Congress  on  or  before  the 
third  day  of  January  1955,  a  detailed  report  thereof  showing  among  other  things 
the  probable  costs  and  effects  of  each  type  of  operation  studied  and  the  legislation, 
if  any,  needed  to  put  it  into  effect.  The  purpose  of  the  study  and  report  is  to 
develop  basic  material  which  can  be  used  by  Congress  in  formulating  an  improved 
agricultural  program  for  milk  and  butterfat  and  their  products.  Alternative 
programs  are  to  be  submitted  for  consideration  by  Congress  and  for  possible 
submission  to  a  referendum  of  dairy  farmers.  The  Secretary  may  conduct  such 
hearings  and  receive  such  statements  and  briefs  in  connection  with  such  study  as 
he  deems  appropriate. 

This  section  of  the  law  was  included  after  considerable  debate  as  to 
the  appropriate  level  of  support  for  dairy  products  and  some  discussion 
as  to  the  method  of  conducting  such  support.  While  the  wording  of 
section  204  (f)  is  directed  almost  exclusively  to  a  consideration  of 
methods  of  controlling  production  and  supporting  prices,  a  small 
section  of  the  report  involves  an  evaluation  of  the  consequences  of  two 
alternative  levels  of  price  support.  This  was  done  merely  to  point 
out  the  differences  in  magnitude  of  the  problem  and  differences  in  some 
economic  effects. 


METHOD  OF  CONDUCTING  THE  STUDY 

To  conduct  this  study,  the  Secretary  of  Agriculture  appointed  a 
work  group  with  representation  from  each  agency  of  the  Department 
having  responsibilities  for  any  phases  involved.  Members  of  this 
work  group,  moreover,  were  authorized  to  call  upon  any  other  spe¬ 
cialists  in  the  Department  who  might  be  able  to  contribute  to  a  more 
effective  analysis.  On  October  13,  1954,  a  task  force  committee  from 
the  dairy  industry  met  in  Washington,  D.  C.,  and  discussed  the 
section  of  the  law  under  which  the  study  was  to  be  made.  Following 
that  meeting  invitations  were  extended  to  individuals  throughout  the 
United  States  to  submit  briefs  to  the  Secretary  of  Agriculture  con¬ 
cerning  any  method  for  controlling  the  production  of  milk  or  for 
supporting  the  prices  of  dairy  products.  Each  proposal  received  was 
thorouglily  considered,  but  everyone  may  not  be  explicitly  recognized 
as  having  been  treated  in  the  following  analysis.  This  was  the  result 
mainly  of  attempting  to  deal  with  the  general  methods  rather  than 
discussing  the  numerous  variants  of  each  method  that  could  be 
proposed. 
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SOME  ECONOMIC  DEVELOPMENTS  LEADING  TO  THE  PRESENT  PRICE 

SUPPORT  PROBLEM 

In  the  earlier  part  of  this  century  milk  production  on  farms  in  the 
United  States  tended  to  increase  rather  closely  with  the  population. 
Fluctuations  in  both  prices  and  incomes  received  by  farmers  usually 
varied  less  with  changes  in  business  conditions  for  dairy  products  than 
for  most  other  farm  products.  Dairy  products  came  to  be  looked  upon 
as  a  relatively  certain  source  of  steady  cash  income.  The  ready  source 
of  cash  from  the  sale  of  milk  products  tended  to  shift  farmers  into  milk 
production  and  sale  during  generally  adverse  economic  situations. 
This  was  noticed  particularly  in  the  early  1930’s.  During  World 
War  II  and  in  the  early  part  of  the  postwar  period,  on  the  other  hand, 
there  was  some  shift  away  from  the  production  of  milk  as  dairy  farm 
labor  became  scarce  and  higher  in  cost  and  alternative  sources  of 
income  looked  more  promising.  From  1940  through  1952  there  was 
a  rather  steady  reduction  in  per  capita  production  of  milk. 

Beginning  in  late  1952  a  substantial  expansion  in  annual  rate  of 
milk  production  became  apparent.  This  was  partly  associated  with 
favorable  weather  conditions  but  there  apparently  also  have  been 
several  fundamental  changes  in  other  conditions  affecting  milk 
production.  These  are  partly  economic  and  partly  technological. 
The  economic  conditions  include  less  attractive  farming  alternatives, 
price  supports  on  dairy  products,  and  on  some  occasions,  relatively 
fewer  nonfarm  opportunities  for  employment.  The  net  effect  of  these 
developments  was  to  make  available  for  milk  production  a  relatively 
larger  quantity  of  total  farm  resources.  Simultaneously  with  this 
development  seems  to  have  been  the  appearance  of  cumulative  effects 
of  several  technological  advances. 

Also  there  have  been  changes  in  the  structure  of  consumer  demand 
for  dairy  products — changes  which  have  very  profound  economic  con¬ 
sequences  for  dairy  farmers.  The  most  outstanding  change  has  been 
the  decline  in  demand  for  milkfat  in  its  several  forms,  particularly  in 
butter,  in  fluid  cream  and  very  recently  in  making  ice  cream.  There 
have  been  increases  in  demand  for  some  dairy  products,  particularly 
those  containing  nonfat  components  of  milk.  Total  milk  consumption 
has  risen  but  there  has  been  a  decided  dropoff  in  demand  for  milk 
products  as  a  whole.  Butter  consumption  per  capita  has  declined 
from  16.7  pounds  in  1935-39  to  9.0  pounds  in  1954.  If  present-day 
consumption  per  person  were  at  the  1935-39  level,  the  present  popu  ¬ 
lation  would  require  around  145  billion  pounds  of  milk  compared  to 
124  billion  produced  in  1954.  In  short,  farmers  today  are  producing 
and  selling  milk  and  butterfat  at  relatively  lower  prices  than  in 
former  years.  On  the  average,  hourly  and  annual  returns  to  dairymen 
in  recent  years  have  lagged  considerably  behind  those  for  other  types 
of  farming  operations."  On  the  other  hand,  consumers  are  buying 
less  dairy  products  per  person  than  formerly.  Both  of  these  develop¬ 
ments  have  worked  to  lowering  the  relative  prices  for  dairy  products. 

While  the  penetrating  effects  of  these  changes  in  both  production 
and  consumption  were  taking  place,  there  was  continued  price  support 
on  dairy  products,  although  not  in  all  years  were  actual  purchases 
necessary.  Some  price  support  operations  were  conducted  by  the 
Department  of  Agriculture  in  the  1930’s.  These  activities,  however, 
were  designed  to  increase  prices  to  farmers  for  milk  and  butterfat 
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toward  parity  from  the  area  of  50  to  60  percent  of  parity  and  there 
was  no  specific  level  announced  or  required.  In  an  effort  to  expand 
production  of  milk,  specific  support  levels  were  announced  for  dairy 
products  in  April  1941.  Demand  at  that  time  was  increasing  rapidly 
and  actual  prices  continued  above  the  support  level  actually  an¬ 
nounced.  The  Secretary  of  Agriculture  by  public  announcement 
requested  an  increase  in  milk  production  and  under  the  provisions  of 
the  so-called  Steagall  amendment  (sec.  4  of  the  act  of  July  1,  1941,  as 
amended)  was  required  to  support  prices  received  by  farmers  for  milk 
and  butterfat  at  90  percent  of  parity  during  the  war  and  for  2  years 
following  the  close  of  hostilities.  At  the  end  of  1946  it  was  officially 
declared  that  hostilities  had  ceased,  so  price  support  under  this  pro¬ 
vision  of  the  law  was  scheduled  to  terminate  at  the  end  of  1948. 
Title  I  of  the  Agricultural  Act  of  1948  specified  that  milk  and  butterfat 
prices  were  to  be  supported  at  90  percent  of  parity  until  January  1, 
1950.  The  Agricultural  Act  of  1949  introduced  the  range  of  75  to 
90  percent  of  parity,  the  exact  level  in  that  range  to  be  established 
by  the  Secretary  of  Agriculture  at  a  level  necessary  to  assure  an 
adequate  supply.  Support  was  continued  at  or  close  to  90  percent 
of  parity  through  March  of  1954  (except  for  1950-51).  Effective 
April  1,  1954,  the  supports  were  lowered  to  75  percent  of  parity. 
The  existence  of  price  support  on  dairy  products,  especially  when 
announced  for  a  period  well  into  the  future,  probably  resulted  in  a 
larger  output  of  milk  than  otherwise  would  have  been  the  case.  This 
is  sometimes  called  the  effect  of  so-called  forward  pricing. 


Table  2. — Selected  background  data  concerning  the  American  dairy  industry,  1925-54 
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So  far,  price  support  on  dairy  products  has  been  provided  by  re¬ 
moving  from  the  national  market  enough  products  made  from  milk  to 
result  in  the  desired  price  level  for  milk  and  its  products.  There  has 
been  no  element  of  limitation  on  the  quantities  that  may  be  produced 
or  sold  by  individual  milk  producers  under  the  price-support  program. 
This  makes  dairy  products  different  from  the  basic  commodities  where 
there  are  either  acreage  controls  or  marketing  quotas  to  limit  supply 
on  the  national  market.  A  sufficiently  rigid  limitation  on  supply  can 
result  in  the  desired  level  of  prices  without  any  purchases  or  loans  to 
remove  products  from  the  market. 

DAIRY  INDUSTRY  CHARACTERISTICS  AFFECTING  THE  FEASIBILITY  OF 

ALTERNATIVE  PRODUCTION  CONTROL  OR  PRICE-SUPPORT  METHODS 

A  number  of  important  characteristics  of  the  dairy  industry  influ¬ 
ence  the  relative  feasibility  of  possible  alternative  methods  of  con¬ 
trolling  the  farm  production  or  marketings  of  milk  and  its  products 
and  of  supporting  returns  to  farmers  for  milk  and  butterfat.  They 
include  the  following: 

1.  Milk  is  produced  throughout  the  Nation  on  a  continuing  year- 
round  basis  under  varying  degrees  of  specialization  and  different  pro¬ 
duction  conditions.  Milk  and  farm-separated  cream  are  delivered 
from  farms  to  processors  or' dealers  either  daily  or  every  2  or  3  days. 
They  are  highly  perishable  and  there  is  considerable  range  in  quality 
associated  with  the  frequency  of  deliveries  and  the  care  and  handling 
on  the  farms,  en  route  to  processing  plants  and  in  the  plants. 

2.  Dairy  farming  requires  a  relatively  large  fixed  investment,  and 
several  years  are  required  to  raise  calves  to  milking  age.  Changes  in 
total  milk  production  in  response  to  price  changes  are  relatively  slow. 
Supplies  of  feed  grains,  mill  feeds,  and  other  concentrates,  harvested 
hay  and  silage,  and  pasture  conditions  influence  milk  production. 
Many  dairy  farmers  produce  most  or  all  of  their  own  feeds.  Many 
others  buy  and  feed  large  quantities  of  grains  and  concentrates. 

3.  About  124  billion  pounds  of  milk  were  produced  on  farms  in  1954. 
Farmers  sold  an  estimated  107  billion  pounds  of  this  milk  in  one  form 
or  another.  This  includes  4  billion  pounds  that  they  retailed  as  milk 
and  cream  or  sold  in  the  form  of  farm  butter,  87  billion  pounds  that 
they  sold  as  whole  milk  to  processing  plants  and  dealers,  and  17  bil¬ 
lion  pounds  that  they  separated  on  their  farms  for  the  sale  of  cream 
to  processing  plants.  Somewhat  over  half  of  the  whole  milk  was  sold 
by  dealers  for  consumption  as  fluid  milk  and  cream.  The  remainder 
of  the  whole  milk  and  substantially  all  of  the  farm-separated  cream 
was  processed  into  manufactured  dairy  products.  During  the  last  20 
years,  more  and  more  farmers  have  discontinued  farm  separating  of 
milk  and  have  sold  whole  milk  instead  of  cream  to  processing  plants. 
This  trend,  stimulated  by  the  wartime  demand  for  dairy  products, 
has  had  the  effect  of  further  increasing  the  market  supplies  of  nonfat 
milk  solids. 

4.  There  is  considerable  flexibility  in  the  utilization  of  milk.  There 
are  many  competing  plants  in  the  major  dairy  areas  that  are  equipped 
to  produce  different  products.  Continuing  adjustments  in  the  utiliza¬ 
tion  of  milk  in  the  production  of  the  different  dairy  products  together 
with  the  nationwide  marketing  of  the  products  tends  to  keep  market 
prices  of  dairy  products  throughout  the  Nation  in  close  relationship. 
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5.  There  normally  is  a  large  seasonal  variation  in  milk  production 
and  a  relatively  constant  rate  of  consumption  of  milk  and  most  of  its 
products.  Substantial  quantities  of  dairy  products  produced  in  the 
spring  and  summer  months  of  heavy  production  are  stored  and  placed 
on  the  markets  in  the  following  winter  months  of  seasonally  low  pro¬ 
duction.  This  seasonal  variation  in  production  complicates  possible 
production  control  and  price-support  programs. 

6.  The  pricing  of  milk  is  regulated  by  Federal  orders  in  53  fluid  milk 
markets  and  by  State  regulation  in  a  number  of  other  markets.  In 
nonregulated  markets  milk  prices  are  established  by  negotiations 
between  producers  and  dealers.  Except  as  they  are  influenced  by 
Government  price-support  operations,  market  prices  of  manufactured 
dairy  products  are  established  by  the  operation  of  market  supply  and 
demand  forces.  Butter  and  cheddar  cheese  are  traded  on  several  mer¬ 
cantile  exchanges.  Fluid  milk  supplies  are  produced  largely  within  a 
few  hundred  miles  of  the  consuming  markets  although,  with  improved 
transportation  facilities,  there  has  been  a  tendency  for  these  supply 
areas  to  broaden.  The  major  producing  areas  for  manufactured  dairy 
products  are  the  midwest  and  south  central  regions  from  which  the 
products  flow  to  the  heavily  populated  consuming  markets.  Dairy 
products  are  manufactured  in  about  4,000  plants.  Large  proportions 
of  the  supplies  are  marketed  through  several  hundred  assemblers  and 
distributors  who  perform  the  services  of  receiving,  assembling,  proc¬ 
essing,  storing,  and  distributing  these  products. 

7.  During  the  last  half  century  the  domestic  market  has  been  the 
principal  outlet  for  dairy  products  produced  in  the  United  States,  com¬ 
mercial  exports  usually  have  accounted  for  less  than  1  percent  of  the 
total  supplies.  Market  prices  in  the  United  States  recently  have  been 
substantially  above  the  prices  of  dairy  products  in  most  of  the  major 
foreign  markets.  The  consumption  of  fluid  milk  in  the  United  States 
has  increased  in  recent  years  at  about  the  same  rate  as  the  growth  in 
population. 

The  consumption  of  most  manufactured  dairy  products  has  been 
maintained  or  increased.  The  principal  exception  is  butter.  The 
present  dairy  price  problem  is  due  in  large  part  to  the  sharp  decrease 
in  the  consumption  of  butter  during  the  last  decade.  Per  capita  con¬ 
sumption  of  butter  has  decreased  from  a  prewar  level  of  about  17 
pounds  to  about  9  pounds  per  year  at  the  present  time. 

8.  The  changes  in  consumer  purchases  of  milk  and  its  products  are 
small  in  relation  to  price  changes.  This  has  an  important  bearing 
upon  effects  of  different  methods  of  price  support  on  consumption  and 
on  the  relative  costs  of  the  programs. 

9.  Milk  and  its  products  are  generally  recognized  as  among  the 
most  important  foods  from  a  nutritional  standpoint.  The  desirability 
of  encouraging  longtime  upward  trends  in  consumption  and  the  effects 
of  different  methods  on  such  trends  may  be  an  important  consideration 
in  appraising  the  possible  alternative  methods  of  production  control 
and  price  support.  This  consideration  may  be  of  particular  import¬ 
ance  in  choosing  between  production  control  as  a  method  of  main¬ 
taining  returns  to  farmers  and  price-support  programs  without 
production  control.  In  this  connection  also  the  longtime  role  of 
dairying  in  the  Nation’s  grasslands  and  soil-conserving  program  may 
enter  the  picture. 
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CRITERIA  FOR  APPRAISING  DIFFERENT  METHODS 

The  possible  alternative  methods  of  controlling  production  and 
supporting  prices  should  be  considered  in  the  light  of  several  major 
criteria.  These  include  the  effectiveness  in  accomplishing  their 
objectives,  their  effects  on  production,  utilization  and  consumption 
of  milk  and  its  products,  accumulation  of  Government  stocks,  the 
cost  to  the  Government  and  to  the  population  at  large,  the  adminis¬ 
trative  problems  for  both  the  Government  and  the  industry,  and  the 
effects  on  production  and  marketing  practices. 

Different  methods  may  differ  considerably  in  their  effectiveness. 
One  method  of  production  control,  for  example,  might  have  only 
temporary  effect  if  milk  production  per  cow  were  increased.  One 
support  method  might  be  the  most  practicable  one  when  only  small 
support  activity  were  necessary  whereas  it  might  be  inadequate  if  the 
objective  called  for  extensive  operations. 

While  the  production  of  milk  would  be  influenced  much  more  by 
the  level  of  support  than  by  the  method  used,  the  price  support 
method  could  greatly  influence  the  utilization  of  milk  and  butterfat, 
the  relative  quantities  consumed  in  different  forms  in  the  commercial 
markets  and  the  quantities  used  in  school  lunch,  v/elfare,  and  other 
outlets. 

The  cost  of  any  program,  of  course,  might  be  greatly  influenced  by 
the  level  of  support  in  relation  to  the  market  conditions  at  the  time. 
In  comparing  the  relative  costs  of  different  methods  of  accomplishing 
the  same  objective,  however,  it  may  be  advisable  to  take  into  account 
not  only  the  direct  Government  expenditures  but  also  the  cost  to  the 
population  at  large,  including  consumer  expenditures  for  products 
that  they  purchase  in  the  markets  as  well  as  the  cost  to  them  in  taxes 
to  cover  Government  expenditures.  It  also  may  be  advisable  to  take 
into  consideration  the  differences  in  consumption  of  milk  and  products 
under  the  alternative  methods. 

Another  important  consideration  is  whether  the  method  used  would 
result  in  the  accumulation  of  large  Government  stocks  of  relatively 
perishable  products  in  excess  of  the  quantities  that  could  be  used  in 
school  lunch,  welfare,  and  other  outlets. 

Some  of  the  alternative  methods  of  production  control  or  price 
support  would  differ  greatly  in  administrative  feasibility.  All  pro¬ 
grams  involve  administrative  problems  and  a  method  should  not  be 
ruled  out  of  consideration  merely  for  that  reason.  Some  programxS 
might  be  relatively  complicated  but  administratively  feasible  and 
enforceable.  Other  types  of  programs  might  be  administrative  night¬ 
mares  for  both  the  Government  and  industry.  The  relative  adminis¬ 
trative  feasibility  of  different  methods  depends  considerably  upon  the 
performance  requirements  as  a  condition  of  participation,  the  number 
of  people  and  companies  involved,  the  incentives  for  compliance,  the 
administrative  organization  required,  and  whether  the  program  can 
be  readily  turned  on  and  off  as  production  and  marketing  conditions 
change. 


SECTION  I 

METHODS  OF  CONTROLLING  MILK  PRODUCTION 


Throughout  the  history  of  the  American  dairy  industry,  a  primary 
determinant  of  the  level  of  milk  production  has  been  the  level  of  rela¬ 
tive  prices.  Quantity  restrictions  on  sales  by  individual  producers  to 
distributors  or  processors  have  been  imposed  in  some  fluid  milk  mar¬ 
kets  but  this  has  been  mainly  to  accomplish  certain  specific  local 
objectives,  such  as  a  more  uniform  seasonal  pattern  of  supply. 

Elements  aside  from  price,  however,  also  affect  the  level  of  milk 
production.  Unusually  favorable  weather,  for  example,  may  lead  to 
sharp  temporary  increases  which  tend  to  depress  prices.  Production 
technology  may  make  unexpected  and  sudden  advances  which  result  in 
significant  increases  in  milk  supply.  The  maintenance  of  support 
prices  above  a  free-market-equilibrium  level  tends  to  keep  more 
resources  employed  in  the  production  of  milk  than  would  otherwise 
be  the  case.  This  maintenance  also  would  tend  to  expand  milk  sup¬ 
plies  above  and  beyond  those  which  would  result  from  the  other 
supply-increasing  factors.  The  purpose  of  this  section  is  to  analyze 
various  alternative  methods  that  might  be  used  to  limit  supplies  of 
milk  to  the  available  outlets  at  an  above-equilibrium  level  of  prices. 

A  general  objective  of  production  control  measures  would  be  to 
bring  production  and  consumption  into  balance  at  some  price  level 
which  might  be  considered  fair  to  both  producers  and  consumers. 
Some  price  support  action  through  purchases  of  surplus  commodities 
would  probably  need  to  be  continued  as  a  standby  program  with 
nearly  any  production  control  method.  Temporary  situations  would 
arise  from  time  to  time  that  could  be  most  efficiently  handled  in  that 
way.  Purchases  for  relief  programs  might  also  be  made  even  though 
not  strictly  needed  for  price  support. 

No  recommendations  are  made  here  with  respect  to  the  adoption  of 
a  particular  control  method  for  milk,  or  as  to  whether  any  program  of 
control  will  be  needed.  But  certain  broad  conclusions  about  alter¬ 
native  methods  of  control  may  be  obvious.  Control  through  some 
form  of  milk  sales  quotas  would  appear  more  feasible  than  control 
through  limitations  on  cow  numbers  or  use  of  feed  grains. 

In  addition  to  specific  advantages  and  disadvantages  that  can  be 
cited,  a  method  of  control  which  operates  on  output  rather  than  on 
resource  inputs  would  lead  to  more  efficient  use  of  resources  and  would 
be  more  equitable  as  among  producers.  With  output  quotas,  pro¬ 
ducers  would  be  able  to  combine  available  resources  on  their  indi¬ 
vidual  farms  at  lower  costs  and  in  more  efficient  ways  than  if  resources 
like  cows  or  feed  grains  were  restricted.  Producers  in  varied  situa¬ 
tions  would  be  subject  to  less  discrimination  if  they  happened  to  have 
command  over  more  or  less  of  any  one  kind  of  resource. 

Production  control  measures  for  milk  need  to  be  considered  with 
reference  to  timing.  If  control  were  urgently  needed  to  adjust  pro¬ 
duction  in  the  next  year  or  so,  certain  kinds  of  alternatives  would  be 
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open.  The  wartime  measures  to  expand  production  were  of  this 
nature.  Dairy  price  supports  and  feed  subsidy  payments  were  effec¬ 
tive  incentives  for  increasing  output  both  immediately  and  over  a 
longer  period.  If  ample  time  were  available,  then  educational  meas¬ 
ures  and  various  methods  providing  general  assistance  in  shifting 
toward  more  profitable  endeavors  might  be  sufficient. 

Various  methods  that  have  been  suggested  for  dairy-production 
control  fall  into  four  categories: 

1.  Sales  quotas. 

2.  Cow-number  limitations. 

3.  Feed-grain  restrictions. 

4.  Reconversion  assistance. 

The  first  three  methods  are  intended  for  bringing  about  short-term 
downward  adjustments  and  the  fourth  is  intended  to  give  aid  in  the 
more  basic  long-term  adjustments  of  resources. 

MILK  SALES  QUOTAS 

Description  of  method 

Milk  quotas  can  take  many  forms  and  can  be  administered  in  differ¬ 
ent  ways.  Basically  a  milk  sales  quota  simply  seeks  to  establish  the 
producer’s  fair  share  of  the  market  by  setting  a  limit  on  the  quantity 
he  can  sell  during  a  certain  period  of  time.  The  plan  may  be  imple¬ 
mented  with  economic  incentives  to  make  the  quota  financially  attrac¬ 
tive  or  with  penalties  for  noncompliance. 

Any  plan  to  establish  and  make  effective  individual  milk  sales  quotas 
would  have  many  administrative  problems,  and  would  require  a  large 
administrative  staff. 

The  key  feature  in  most  individual  quota  plans  is  that  the  farmer 
faces  what  amounts  to  a  lower  price  for  his  surplus  production.  A 
much  lower  return  for  excess  production  could  bring  about  contraction 
of  output  without  removing  price  and  income  support  from  the  base 
production  for  those  in  compliance. 

Many  variants  of  the  sales  quota  plans  might  be  devised,  but  the 
following  represent  major  ones. 

1.  Quotas  with  penalties  for  excess  marketings. 

2.  Quotas  with  payments  for  reduction  in  marketings. 

3.  Quotas  with  payments  for  milk  within  quota. 

4.  Quotas  transferable  with  decreasing  payments. 

5.  Quotas  with  price  insurance. 

6.  Quotas  enforced  only  by  legal  action. 

Previous  experience  with  quotas 

Milk  sales  quotas  or  base  ratings  have  been  used  in  many  fluid 
milk  markets  for  many  years.  They  have  generally  been  used  to 
even  out  seasonal  production  rather  than  to  limit  total  output.  As 
a  matter  of  fact  their  effect  on  total  annual  output  has  probably 
more  often  been  to  encourage  expansion. 

Marketing  quotas  with  penalties  on  marketmgs  in  excess  of  quotas 
is  the  method  provided  in  existing  legislation  for  regulating  certain 
basic  commodities — cotton,  wheat,  rice,  peanuts,  and  tobacco.  When 
supplies  of  any  of  these  commodities  become  excessive,  quotas  on 
the  particular  commodity  become  effective.  Acreage  allotments  are 
used  to  determine  compliance  with  quotas.  Generally  the  marketing 
quota  for  an  individual  farm  is  the  quantity  produced  on  the  acreage 
^otment. 
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There  has  been  no  experience  with  sales  quotas  for  the  entire  dairy 
industry.  A  national  marketing  quota  plan  for  milk  was  considered 
by  the  Agricultural  Adjustment  Administration  and  the  dairy  industry 
in  1934  but  was  not  undertaken. 

Quotas  with  'penalties  jor  excess  'marketings 

This  method  would  resemble  the  marketing  quota  method  used 
for  certain  basic  crops  except  that  quotas  would  not  be  tied  to  cow 
allotments  as  crop  quotas  are  to  acreage  allotments.  Such  a  provision 
would  not  seem  as  feasible  for  livestock  as  for  crops.  Participation 
would  be  mandatory  although  the  adoption  of  any  quota  plan  would 
probably  be  conditioned  on  a  referendum  in  which  two-thirds  or 
more  of  the  producers  voted  in  favor  of  quotas.  Milk  sales  quotas 
would  be  established  for  individual  producers  which  would  aggregate 
a  national  sales  quota  that  would  equal  the  supply  that  would  clear 
the  market  at  an  announced  price  support  level. | 

Penalties  for  sales  above  quota  levels  might  be  set  at  some^per- 
centage  of  the  announced  support  level  on  quota  milk.  Effective 
control  would  probably  require  assessment  of  penalties  concurrently 
with  regular  sales  periods.  One  way  to  handle  penalties  would  be 
to  issue  penalty-free  quota  certificates  for  quota  milk  (say  monthly). 
All  milk  deliveries  to  processors  and  dealers  accompanied  by  certifi¬ 
cates  would  be  at  market  prices.  Milk  without  such  \  certificates 
would  be  subject  to  the  penalty,  jwhich  the  processors  and  dealers 
would  be  required  to  deduct  from  the  producer’s  milk  check. 

Quotas  with  pa'yments  jor  reduction  in  marketings 
This  method  would  seek  to  reduce  production  to  quota  levels  by 
payments  to  farmers,  varying  according  to  curtailment  within  specified 
limits.  Participation  would  be  voluntary.  Individual  sales  quotas 
might  be  based  on  total  quantities  sold  in  a  base  period  with  payments 
made  for  reductions  within  a  percentage  range  below  this  base-period 
level.  Payments  for  reductions  within  this  range  would  have  to  be 
large  to  be  effective  and  might  be  made  at  about  the  market  price 
per  100  pounds  of  milk  equivalent.  Not  all  producers  would  find  it 
profitable  to  participate.  The  determination  of  necessary  payment 
rates  and  ranges  would  be  subject  to  trial  and  error  before  eft’ective 
control  could  be  established  at  the  desired  level. 

Quotas  with  pa'yments  jor  milk  within  quota 
Under  this  method,  producers  would  be  free  to  produce  as  much 
milk  as  they  desired  at  free-market  prices,  but  they  would  receive 
payments  only  on  milk  sold  within  the  quota. 

This  quota  plan  would  have  less  effect  in  curtailing  production  than 
the  quota  with  payments  for  reduction  in  marketings.  But,  on  the 
other  hand,  more  dairy  products  would  move  into  consumption  at  the 
lower  retail  prices  which  would  prevail,  and  a  balance  between  output 
and  consumption  might  be  found  just  as  soon.  The  use  of  payments 
is  discussed  in  more  detail  in  another  section  of  this  report. 

Quotas  transjerable  with  decreasing  payments 

This  variant  of  the  quota  plan  with  payments  is  based  on  suggestions 
recently  advanced  b37'  Brinegar  and  Johnson.^  Quotas  would  be  freely 
transferable  so  as  to  permit  flexible  adjustment  among  producers. 

1  George  K.  Brinegar  and  Stewart  Johnson,  On  Letting  Go  of  the  Bear’s  Tail,  Join’nal  of  Farm  Economics, 
February  1954,  pp,  30-43. 
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Government  purchases  and  sales  of  quotas  could  be  used  if  necessary 
to  maintain  an  active  market  for  quotas.  They  would  not  be  tied  to 
the  cows  or  the  farm.  Each  year  the  payments  would  be  lowered 
sufficiently  so  that  the  aggregate  premium  value  of  the  total  quotas 
would  be  reduced  by  perhaps  10  percent.  Thus  at  the  end  of  10 
years  the  payments  would  end.  In  this  way  orderly  liquidation  pre¬ 
sumably  would  put  the  industry  back  on  a  competitive  plane  after 
allowing  time  for  farm  adjustments  to  be  made.  Quotas  would  be 
capitalized  only  for  the  specified  term  of  years. 

Quotas  with  price  insurance 

This  method  would  combine  marketing  quotas  with  price  insurance 
indemnities  as  an  incentive  for  staying  within  quotas.  Commodity 
prices  are  not  directly  insurable  on  an  actuarial  basis  because  they 
are  not  predictable  risks  in  terms  of  any  aggregate  pattern.  But  a 
form  of  modified  price  insurance  might  be  possible  if  the  insurance 
principle  were  applied  to  a  restricted  portion  of  the  potential  range 
in  price  variability.  This  might  be  done  in  combination  with  quotas 
in  the  following  way: 

(1)  Price  changes  would  be  measured  from  a  parity  base.  This 
would  have  the  effect  of  eliminating  the  ffuctuations  related  to  general 
price  movements. 

(2)  Only  that  part  of  the  price  between  stated  percentages  of  parity 
would  be  insurable,  e.  g.,  between  75  and  90  percent. 

(3)  Price  insurance  would  be  applicable  only  to  the  milk  in  each 
producer’s  individual  quota. 

(4)  Premiums  would  be  payable  in  advance  by  the  producer  and 
the  Government  jointly  on  a  50-50  matching  basis  and  would  be 
assessed  against  all  milk  and  cream  marketed  at  the  point  of  first 
delivery. 

(5)  Indemnities  would  be  paid  at  intervals  during  the  year  rniless 
the  price  rose  above  the  insured  level.  Indemnity  payments  would 
equal  the  difference  between  the  upper  limit  (90  percent)  and  the 
lower  limit  insured  (75  percent)  or  the  actual  price,  whichever  was  the 
smaller. 

This  plan  of  matching  insurance  coupled  with  quotas  would  be  a  plan 
for  supporting  prices  and  bringing  production  under  control  with  a 
degree  of  self-help,  since  producers  would  pay  part  of  the  cost.  It 
would  be  similar  to  control  with  direct  payments,  amounting  to  half 
of  the  difference  between  the  upper  limit  of  support  and  the  actual 
price  or  the  lower  limit  whichever  was  the  smaller.  But  some  sig¬ 
nificant  psychological  advantages  would  be  gained.  AU  producers 
would  be  conscious  of  participation.  They  would  be  aware  of  the 
premium  deductions  made  from  each  milk  check  and  would  under¬ 
stand  the  partnership  arrangement.  If  the  market  price  dropped 
below  75  percent  of  parity,  say  to  65  percent,  this  part  below  75  per¬ 
cent  would  not  be  covered  by  insurance  and  the  Government  cost 
would  not  increase. 
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Quotas  enforced  only^by^ legafaction 

Under  this  method  individual  producers  would  be  prohibited  from 
selling  any  milk  in  excess  of  quota.  No  payments  would  be  involved. 
Handlers  and  processors  would  be  prohibited  from  receiving  nonquota 
milk.  Enforcement  would  depend  on  legal  action  in  the  form  of 
prosecution  of  violators.  Any  production  above  quota  levels  would 
be  held  back  on  the  farm  for  use  in  the  farm  household  or  for  livestock. 
The  quota  quantities  would  be  set  at  the  level  calculated  to  return 
producers  an  announced  support  level.  Dahy  producers  would  have 
the  alternative  of  curtailing  production  by  reducing  cow  numbers 
or  feeding  less  per  cow,  if  they  did  not  wish  to  consume  the  above 
quota  milk  or  feed  it  to  livestock. 

This  method  assumes  that  it  would  be  feasible  to  return  to  former 
milk  consumption  practices  in  farm  households  and  to  former  rates  of 
feeding  milk  to  livestock.  In  earlier  periods  a  larger  percentage  of  the 
milk  produced  was  consumed  on  the  farms  where  it  originated.  But  a 
number  of  important  changes  have  taken  place  with  increasing 
specialization.  More  milk  is  now  produced  by  a  smaller  number  of 
farmers.  Between  1940  and  1950  the  number  of  farms  reporting  milk 
cows  decreased  by  21  percent.  The  average  dairy  farmer  produced 
about  one-third  more  milk  in  1950  than  in  1940.  Many  dairy  farmers 
keep  a  smaller  number  of  other  livestock.  Opportunities  for  farm 
and  home  consumption  of  milk  are  therefore  more  limited  than  in 
earlier  years. 

Use  of  milk  on  farms  where  produced  has  been  shrinking  as  various 
changes  have  been  taking  place  over  the  last  25  years.  In  1929-33 
about  23  percent  of  total  milk  production  was  consumed  on  farms 
where  produced.  By  1949-53  this  had  dropped  to  15  percent. 

Quotas  with  payments  producer  financed 

The  quota  plans  with  payments  discussed  above  would  be  Treasury 
financed.  But  they  might  conceivably  be  entirely  producer  financed 
and  managed  under  some  form  of  special  assessment.  This  would 
require  additional  legal  authority.  Possibly  a  national  milk-marketing 
agency  could  be  provided  to  handle  the  quotas,  assessments,  and 
payments  in  much  the  same  way  as  base-rating  plans  have  been  used 
in  many  fluid-milk  markets.  A  marketing  assessment  at  a  specific 
rate  per  dollar  value  of  milk  equivalent  sold  would  be  collected  from 
all  producers.  These  assessments  would  go  into  a  national  pool  and 
would  be  redistributed  to  producers  in  the  form  of  periodic  payments 
in  accordance  with  individual  performance  in  adjusting  production 
or  as  payments  on  quota  milk.  Under  this  method  administrative 
costs  would  also  be  met  from  the  assessment  pool. 

Efiiects  on  production  and  consumption 

The  most  serious  ultimate  consequences  of  any  method  of  production 
control  would  be  those  that  would  result  from  the  additional  rigidities 
introduced  into  the  usual  processes  of  resource  adjustment.  Quotas 
’would  tend  to  freeze  the  existing  structure  of  farm  sizes.  They  would 
slow  down  the  trends  toward  more  efficient  operating  units.  They 
would  place  brakes  on  the  normal  interfarm,  interarea,  and  inter¬ 
regional  flow,  and  readjustment  of  resources.  These  general  effects 
would  become  increasingly  significant  with  the  passage  of  time. 
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To  make  any  quota  plan  effective  would  require  an  elaborate  ad¬ 
ministrative  setup  and  the  solution  of  many  detailed  problems  related 
to  the  establishment  and  enforcement  of  the  quotas.  Given  this 
administrative  machinery  and  adequate  financing,  quota  methods 
involving  payments  or  penalties  could  probably  be  made  effective  in 
controlling  production  to  the  desired  level,  although  a  period  of  trial 
and  error  would  doubtless  be  needed  before  this  could  be  achieved. 
Quotas  enforced  only  by  legal  action  might  not  be  workable. 

Some  significant  differences  in  the  effects  of  different  methods  on 
production  and  consumption  are  evident,  however.  Quotas  with 
penalties  on  excess  marketings  or  with  payments  for  reduction  in 
marketings  would  tend  to  be  more  restrictive  and  thereby  would 
reduce  output  and  consumption  more  than  the  quotas  with  payments 
for  milk  marketed  within  quotas. 

Costs  of  quota  methods 

The  operation  of  any  method  of  production  control  would  probably 
need  to  be  accompanied  by  price-support  purchases  and  other  pro¬ 
grams  as  standby  operations  to  handle  temporary  emergencies,  and 
to  encourage  compliance.  The  costs  of  these  additional  operations 
might  at  times  be  substantial. 

Precise  estimates  of  costs  directly  attributable  to  the  several  quota 
methods  would  have  to  be  related  to  the  assumed  levels  of  price  and 
income  support  for  producers,  the  degree  of  production  adjustment 
desired,  and  related  matters. 

Administrative  costs  of  establishing  producer  quotas  may  be 
assumed  to  be  substantially  the  same  for  all  quota  plans.  Other 
costs  of  administration  would  vary  chiefly  with  differences  in  measures 
necessary  for  compliance  and  enforcement. 

Costs  to  the  Treasury  would  be  least  with  the  method  of  quotas 
with  penalties  for  excess  sales.  In  the  case  of  milk,  because  of  varia¬ 
tions  in  production  beyond  the  control  of  the  farmer,  this  method 
could  show  a  gain  to  the  Treasury  in  some  years  on  account  of  penal¬ 
ties  collected. 

Costs  to  the  Treasury  for  quotas  enforced  by  legal  action  would  be 
mainly  for  litigation,  but  would  also  involve  considerable  adminis¬ 
trative  costs. 

Under  producer-financed  programs  producers  would  bear  all 
administrative  costs,  as  well  as  costs  of  any  payments  made  to 
producers.  Quotas  with  price  insurance  would  provide  for  a  sharing 
of  costs  by  the  Government  and  producers. 

Legislative  authority 

Additional  legislation  would  be  needed  to  provide  authority  for  the 
various  producer  sales  quota  methods,  including  payments,  described 
in  this  section. 

The  necessary  legal  authority  for  a  national  milk  marketing  agency 
to  perform  some  of  the  functions  required  for  stabilizing  the  national 
milk  market  would  appear  to  exist  in  the  Agricultural  Marketing 
Agreement  Act  of  1937,  as  amended.  But  under  the  existing  law 
the  authority  does  not  extend  to  the  regulation  of  milk  production. 
Additional  legislation  would  be  required  to  permit  such  an  agency  to 
establish  quotas,  collect  assessments,  and  make  payments. 
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Table  3. — Farms  reporting  dairy  products  sold  in  1949,  by  size  of  herd 


Number  of  cows  in  herd 

Number  of 
farms 

Percentage 
of  total 

1  milk  cow.  _ _ _ _ _ _ _ _ 

179, 968 

8. 9 

2  milk  cows  _ _  _ _ 

214,  804 

10.  6 

3  or  4  milk  cows . . .  ..  _ _ _ _ 

34b  618 

lo!  8 

6  to  9  milk  cows . . .  . . . . . . 

589, 173 

29.0 

10  to  14  milk  cows . . . . . . . 

303,  848 

15.  0 

15  to  19  milk  cows _ _ _ _ _ _ _ 

152, 155 

7.  5 

20  to  29  milk  cows _  _ _ _ _ _ 

117,  985 

5.  8 

30  to  49  milk  cows _ _ _ _  _ _ _ 

46,  628 

2.3 

50  milk  cows  and  over  . .  . . . . .  . 

16,  755 

.  8 

No  milk  cows  1 . . .  . . . . . . . . 

68,  477 

3.  3 

United  States  total  _  ..  _ _  .  _ 

2, 031,411 

100.0 

1  Number  of  farms  with  no  milk  cows  on  census  date,  though  some  products  had  been  sold  in  preceding 
year. 


Administrative  'problems 

Most  of  the  administrative  problems  involved  in  establishing  sales 
quotas  would  be  similar  for  all  the  quota  plans.  There  were  approxi¬ 
mately  2  million  farmers  who  sold  dairy  products  in  1949  according  to 
the  census  (table  3) .  The  number  may  be  smaller  now,  as  it  decreased 
about  one-sixth  from  1944  to  1949.  Assuming  some  exemptions  or 
nonparticipation  on  the  part  of  1-  and  2-cow  farms,  there  would 
probably  be  about  1.5  million  quotas  to  establish.  This  would  involve 
considerable  paperwork  especially  at  the  outset.  However,  there  is 
no  reason  to  suppose  that  this  would  be  an  insurmountable  task  after 
the  experience  with  crop-marketing  quotas  and  the  wartime  dairy 
payments  program.  A  large  fund  of  experience  in  fluid  milksheds  in 
the  use  of  base  ratings  has  shown  how  to  treat  the  problems  involved 
in  dealing  with  the  matter. 

The  continuous  nature  of  milk  production  as  contrasted  with  the 
single  annual  harvest  of  crops  introduces  many  additional  complica¬ 
tions  and  would  multiply  the  volume  of  paperwork  tremendously. 
Quotas  might  have  to  be  broken  down  to  monthly  or  semimonthly 
fractions  to  coincide  as  closely  as  possible  with  the  delivery  periods 
represented  by  milk  and  cream  checks.  Seasonal  and  irregular 
fluctuations  in  milk  deliveries  would  present  a  troublesome  problem  of 
reconciliation.  Means  for  dealing  with  normal  seasonal  movements 
could  be  devised  but  the  irregular  fluctuations  would  present  a 
frequently  recurring  problem. 

The  administrative  problems  related  to  making  payments  or  col¬ 
lecting  penalties  would  differ.  Payments  might  involve  fewer  com¬ 
pliance  diflaculties  than  penalties.  The  psychological  difference 
between  mandatory  compulsion  and  voluntary  compliance  might  be 
significant. 

In  the  case  of  penalties,  processing  plants  and  milk  receivers  could 
act  as  collecting  agents  for  the  amounts  due  the  Government  on  excess 
milk.  This  would  mean  accounting  for  all  milk  and  cream  received 
in  penalty-free  and  penalty-paid  categories.  Temptation  for  faulty 
accounting  might  arise  in  some  areas.  The  problem  of  obtaining 
compliance  on  the  part  of  processors  might  well  be  more  troublesome 
than  checking  compliance  on  the  part  of  producers  under  a  pa3rment 
plan.  Producer-dealers  would  present  an  especially  difficult  problem 
under  this  plan. 
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Under  the  method  of  transferable  quotas  with  decreasing  payments 
some  additional  administrative  machinery  would  be  needed  to  main¬ 
tain  an  open  market  for  the  transfer  of  quotas  and  the  annual  adjust¬ 
ment  of  their  values.  The  Government  would  have  to  exercise  a 
stabilizing  influence  by  standing  ready  to  buy  and  sell  quotas  and 
perhaps  maintain  floor  and  ceiling  prices.  Difficulty  might  be  experi¬ 
enced  in  holding  to  the  straight  annual  depreciation  of  quota  values  if 
times  became  less  prosperous.  Pressures  would  arise  for  the  extension 
of  higher  payments.  Speculation  in  quota  values  would  arise  unless 
the  Government  stood  ready  to  control  the  market  values. 

The  method  of  quotas  with  price  insurance  would  have  some  special 
actuarial  problems,  especially  in  the  initial  stages,  but  in  general  the 
administrative  problems  would  be  similar  to  those  with  other  payment 
programs.  The  collection  of  producers’  premiums  v/ould  be  an  added 
task,  but  against  this  can  be  offset  the  psychological  advantage  of  joint 
participation  which  is  not  present  when  costs  are  financed  entirely  by 
the  Government. 

Pronounced  compliance  difficulties  would  arise  at  the  outset  with 
the  method  of  quotas  enforced  only  by  the  possibility  of  legal  action 
through  prosecution  in  the  courts.  Milk  backing  up  on  farms  could 
not  be  used  in  many  instances  except  for  feeding  back  to  cows.  There 
would  not  be  enough  pigs,  chickens,  and  calves  on  many  dairy  farms 
to  consume  it.  The  administrative  and  public  relations  phases  of  this 
method  would  raise  many  problems.  Wasting  milk  or  even  feeding 
it  back  to  cows  probably  would  arouse  at  least  as  much  public  reaction 
as  plowing  under  grooving  crops,  sending  baby  pigs  to  slaughter,  or 
dumping  surplus  potatoes.  Bootlegging  of  milk  and  farm-produced 
butter  and  cream  would  be  difficult  to  control.  Enforcement  of  sales 
quotas  under  these  conditions  would  probably  begin  to  break  down 
at  once. 

Many  of  these  administrative  problems  associated  with  various 
quota  methods  would  be  serious,  but  in  the  end  most  of  them  would  be 
minor  compared  to  the  problem  referred  to  earlier  of  how  to  make  a 
quota  plan  flexible  enough  to  keep  up  with  changes  in  farming. 
Dairy  farmers  are  constantly  faced  with  cost  reduction  opportunities 
based  on  new  techniques  and  devices.  In  order  to  take  full  advantage 
of  these  opportunities  farmers  need  to  be  free  to  adjust  the  use  of  their 
individual  resources  and  their  production  levels.  The  quota  method 
which  contains  the  most  recognition  of  this  situation  is  the  one  with 
transferable  quotas  and  decreasing  payments. 

cow  NUMBER  LIMITATIONS 

One  method  that  has  been  proposed  for  controlling  milk  production 
would  start  at  the  source  and  control  cow  numbers.  This  would 
resemble  the  acreage  allotment  method  used  for  crops  and  would  have 
some  of  the  same  weaknesses  in  that  yields  (milk  per  cow)  would 'be 
unrestricted  and  would  tend  to  increase  and  offset  part  or  all  of  the 
reduction  in  cow  numbers. 

This  method  could  be  handled  either  as  a  culling  program,  which 
would  require  or  encourage  heavy  culling,  or  as  a  quota  program  which 
would  set  cow-number  allotments  for  individual  producers.  In  either 
case  heavier- than-normal  culling  would  be  required.  The  program 
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would  center  on  methods  of  encouraging  or  enforcing  such  rates  of 
culling. 

One  method  of  carrying  out  culling  would  be  a  straight  compulsory 
approach  in  which  individual  producers  would  be  assigned  levels  to 
which  numbers  would  have  to  be  reduced  for  cow-number  allotments 
and  would  then  be  subject  to  criminal  prosecution  or  other  legal  action 
in  case  of  v^iolation.  This  method  can  probably  be  dismissed  without 
further  consideration  as  undesirable  and  unenforceable  even  if  legal 
authority  were  provided. 

A  more  feasible  approach  would  be  to  make  use  of  individual  farm 
allotments  in  the  form  of  cow  numbers  or  rates  for  reducing  numbers, 
and  to  make  premium  payments  for  meeting  these  allotments.  The 
rate  of  reduction  would  necessarily  have  to  vary  among  States  and 
areas. 

A  culling  program  could  also  be  attempted  through  a  general  cow- 
purchase  program  under  which  the  Government  would  buy  all  the 
cows  normally  culled  as  well  as  all  additional  ones.  The  price  of 
cows  would  have  to  be  set  high  enough  to  induce  the  desired  level  of 
culling.  This  would  place  the  Government  in  a  situation  involving 
financing  and  disposal  problems  for  cattle. 

Previous  experience 

A  national  cow-culling  program  was  given  serious  consideration  in 
1934,  but  widespread  drought  brought  about  a  significant  reduction  in 
cow  numbers  and  in  milk  production.  No  plan  of  this  type  has  ever 
been  put  into  action  in  the  United  States. 

Efect  on  milk  production 

To  obtain  a  reduction  of  5  percent  in  milk  production  probably 
would  require  culling  annually  about  2  million  more  head  than  normal. 
This  would  increase  by  nearly  one-half  the  normal  culling  rate  of 
20-25  percent  but  it  would  seem  to  be  necessary,  since  the  cows 
removed  would  be  the  lower  producers.  Furthermore,  serious  doubt 
exists  as  to  whether  the  reduction  in  output  would  be  more  than 
temporary.  Released  feed  and  improved  management  would  soon 
increase  the  productivity  of  the  remaining  cows.  Most  of  the  longer 
term  effects  would  tend  toward  increased  milk  output  per  cow. 
Moreover,  in  a  program  with  monetary  incentives  to  encourage 
culling  there  would  be  a  strong  tendency  after  the  first  year  to  save 
more  calves  and  heifers  to  sell  for  culling  premiums.  Extra  heifers 
could  be  milked  part  of  the  year  and  then  sold. 

Some  of  these  problems  would  be  minimized  if  the  program  were  set 
up  on  a  cow-allotment  basis,  but  the  forces  tending  toward  higher 
output  per  cow  would  still  exist.  All  in  all,  it  seems  doubtful  whether 
this  method  would  be  very  effective  in  reducing  milk  production, 
except,  perhaps,  in  the  initial  year. 

Administrative  problems  and  costs 

■  The  most  serious  immediate  administrative  problems  would  arise  in 
setting  individual  culling  quotas  or  cow  number  allotments,  especially 
as  between  dairymen  in  the  same  community  who  have  different  sized 
herds  or  who  have  followed  different  policies  with  regard  to  replace¬ 
ment  or  herd  expansion.  Records  of  past  culling  or  cow  numbers 
would  be  sketchy  and  difficult  to  prove  for  most  individual  producers. 
Area  culling  rates  could  probably  be  established  on  the  basis  of 
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historical  estimates,  but  individual  rates  or  allotments  would  be  sub¬ 
ject  to  a  degree  of  judgment  not  found  in  any  other  allotment  program 
which  has  been  applied  in  the  United  States.  A  serious  problem  in 
any  culling  program  would  be  to  define  a  cull  cow.  Presumably  only 
cows  going  to  slaughter  would  be  eligible.  But  this  would  mean  that 
the  many  farmers  who  normally  sell  replacement  cows  to  other  dairy¬ 
men  would  get  no  premium  for  so  doing  and  would  have  little  visible 
direct  incentive  for  reducing  numbers. 

The  administration  of  such  a  program  would  need  to  recognize  the 
fact  that  producers’  problems  and  reactions  would  vary  with  size  of 
herd  and  with  other  factors  such  as  the  stage  of  development  of  the 
herd.  Farmers  having  less  than  5  cows  might  be  less  interested  in  the 
program  as  compared  with  larger  dairymen,  and  would  also  find  it  more 
difficult  to  increase  culling  by  a  fixed  percentage.  To  some  extent 
this  could  be  handled  by  allowing  the  rate  of  additional  culling  to  vary 
within  a  range  of  perhaps  10-30  percent. 

As  far  as  the  current  situation  is  concerned  the  number  of  heifers 
being  raised  is  now  high  relative  to  cow  numbers.  A  program  started 
in  the  near  future  would  need  to  recognize  this  and  might  need  to  in¬ 
clude  heavier  culling  of  heifers  as  well  as  cows. 

Another  problem  would  be  the  effect  of  heavier  culling  on  cattle 
prices,  particularly  for  the  lower  grades.  Additional  culling  at  the 
rates  necessary  to  make  the  program  effective  would  mean  a  sub¬ 
stantial  increase  in  slaughter  cattle,  possibly  2  million  head  per  year. 
This  would  have  a  serious  depressing  effect  on  cattle  prices  unless  offset 
by  some  other  means. 

The  costs  of  such  a  program  are  difficult  to  estimate  since  we  have 
no  experience  to  indicate  how  many  cows  would  actually  be  culled  with 
specific  payments  or  what  payments  would  be  requhed  to  induce  dairy 
farmers  to  reach  a  definite  goal.  Presumably,  a  farmer  would  become 
interested  in  culling  more  heavily  if  the  payment  for  doing  so  were 
large  enough  so  that  his  net  income  would  be  at  least  as  much  with 
the  program  as  without  it.  If  we  assume  that  about  5  percent  less 
milk  would  be  needed  to  balance  production  with  demand  and  that 
this  could  be  accomplished  by  culling  2  million  more  cows  than  normal, 
it  is  possible  that  farmers  might  do  this  for  an  average  payment  of 
$100  per  cow  or  a  total  of  $200  million  annually. 

If  the  program  were  handled  on  a  cow-allotment  basis  the  extent  of 
culling  needed  and  the  cost  would  be  about  the  same,  at  least  for  the 
initial  year.  In  later  years  either  method  would  probably  cost  more 
and  be  less  effective. 

In  any  case,  in  view  of  the  probable  low  effectiveness  of  the  program 
in  controlling  milk  production  for  more  than  1  year  it  seems  likely  that 
its  cost  would  be  excessive  relative  to  its  accomplishment. 

Legal  authority 

At  present  legal  authority  exists  to  buy  dairy  cows  on  a  wide  scale 
under  a  surplus  removal  program.  Section  32  funds  could  be  used  for 
this  purpose.  Present  legislation  does  not  provide  authority  for  cow 
allotments  or  for  payments  to  meet  allotments. 
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DISEASE  CONTROL  AND  ERADICATION 

Disease  control  and  eradication  programs,  particularly  for  brucel¬ 
losis,  should  be  a  part  of  any  dairy  program.  A  broad  program  to 
eliminate  brucellosis  would  result  temporarily  in  a  reduction  in  cow 
numbers.  Some  idea  of  the  scope  of  the  brucellosis  problem  can  be 
seen  in  the  fact  that  roughly  3  percent  of  the  cattle  tested  in  recent 
years  have  been  reactors,  that  is,  had  the  disease.  If  this  percentage 
is  applicable  to  all  dairy  cows,  then  the  present  number  of  dairy  cow 
reactors  in  the  United  States  would  be  about  750,000.  With  a  5-year 
program  and  allowing  for  some  new  cases  during  the  period,  an  annual 
removal  of  200,000  cows  might  eliminate  the  infected  animals.  This 
would  be  10  percent  of  the  estimated  2  million  extra  cows,  which,  as 
pointed  out  above,  would  need  to  be  culled  annually  to  bring  about 
an  immediate  5-percent  reduction  in  milk  production.  This  reduction 
probably  would  be  temporary  as  with  other  programs  involving  limita¬ 
tions  on  cow  numbers,  and  after  a  few  years  productivity  of  dairy 
cows  would  be  greater  than  before. 

Brucellosis  can  spread  from  cattle  to  humans.  For  this  reason 
there  is  need  from  a  public-health  standpoint  to  eliminate  the  disease, 
over  and  above  the  direct  effects  in  dairy  herds.  Furthermore, 
experience  in  some  States  of  the  United  States  and  in  certain  foreign 
countries  has  shown  that  brucellosis  can  be  eliminated  if  the  will  to 
do  so  exists.  Thus  any  program  for  expanded  culling  of  dairy  cattle 
probably  should  make  maximum  use  of  brucellosis  control  as  a  means 
which  would  receive  strong  support  from  the  public  and  perhaps  also 
from  dairy  farmers,  particularly  if  indemnity  payments  were  adjusted 
more  closely  in  line  with  milk-cow  values.  Under  the  present  program 
the  maximum  Federal  indemnity  pa;>mients  are  $25  per  grade  cow  and 
$50  per  purebred  cow.  In  some  States  additional  payments  from 
State  funds  are  also  made. 

The  present  program  of  brucellosis  control  is  cooperative  between 
the  Federal  and  State  Governments.  Nearly  all  of  the' major  dairy 
States  now  have  comprehensive  programs  which  include  calf  vacci¬ 
nation,  testing  of  mature  animals,  and  slaughter  of  reactors.  In 
1953-54  well  over  one-half  of  the  reactors  were  slaughtered.  This 
comprehensive  approach  could  be  speeded  up  considerably  with 
additional  funds  and  personnel.  And,  of  course,  the  opportunity 
exists  to  expand  current  programs  in  the  less  important  dairy  States, 
some  of  which  have  large  numbers  of  beef  cattle  which  are  also 
susceptible  to  the  disease. 

Disease  control  and  eradication  need  not  be  limited,  of  course,  to 
brucellosis.  Bovine  tuberculosis  has  been  an  important  problem  in 
the  past,  but  has  been  largely  eliminated  by  a  long-time  effort. 
Mastitis  is  still  a  major  disease  of  dairy  cows  and  one  that  needs 
continuing  attention.  Control  of  mastitis,  however,  does  not  seem 
to  require  any  substantial  increase  in  culling  rates  and  does  not  seem 
•  to  offer  an  important  avenue  for  limiting  cow  numbers. 
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FEED-GRAIN  RESTRICTIONS 

Livestock  farming  is  so  closely  tied  to  feed  grain  supplies  that 
proposals  to  control  livestock  production  often  are  based  on  some 
method  of  regulating  the  use  of  feed-grain  supplies.  The  main 
possibilities  along  this  line  are  presented  below. 

Feed-grain  storage  method 

The  use  of  feed-grain  storage  to  influence  feed  prices  and  thus  live¬ 
stock  production  has  frequently  been  proposed  as  a  method  of  control. 
Since  fluctuations  in  available  feed-grain  supplies  and  prices  affect 
livestock  output,  it  has  been  suggested  that  milk  production  could  be 
controlled  by  moving  feed  supplies  in  or  out  of  Government  storage 
through  purchase  and  sales  operations  which  would  affect  prices.  The 
mechanism  for  doing  this  job  is  already  available  in  the  Commodity 
Credit  Corporation.  Additional  authority  might  have  to  be  provided 
but  the  main  difference  between  this  and  usual  feed-storage  operations 
of  the  CCC  would  be  the  new  objective  of  regulating  livestock  pro¬ 
duction  rather  than  one  of  stabilizing  grain  supplies  and  prices. 

Previous  experience. — The  United  States  has  had  a  feed-grain  storage 
program  ever  since  the  Commodity  Credit  Corporation  was  organized 
in  1933.  There  is  no  lack  of  practical  experience  in  the  general  admin¬ 
istration  of  feed-grain  storage  programs.  But  the  primary  objective 
of  such  programs  has  been  to  support  feed-grain  prices  and  to  stabilize 
feed  supplies  against  variations  in  feed  production  due  to  good  and 
bad  weather. 

Accumulations  of  feed  grains  in  storage  at  the  beginning  of  World 
War  II  were  very  useful  in  helping  bring  about  the  large  expansion  in 
livestock  production  needed  for  war  purposes. 

Effect  on  production. — The  effect  of  a  feed-grain  storage  program  on 
livestock  production  can  be  estimated  partly  from  historical  experi¬ 
ence.  Analysis  of  past  relationships  between  feed-grain  supplies, 
prices,  and  aggregate  livestock  production  shows  that  they  are  gener¬ 
ally  correlated.  Total  livestock  output  is  affected  by  fluctuations  in 
market  supplies  and  prices  of  feed  grains  as  well  as  by  other  major 
influences.  But  different  classes  of  livestock  respond  differently. 
Hog  production  shows  most  response.  Beef-cattle  production  and 
milk  production  show  less  response,  because  they  depend  so  heavily  on 
forage.^  Most  of  the  relationship  between  feed  supplies  and  total 
livestock  output  is  explained  by  the  fluctuations  in  hog  output.  The 
conclusion  emerges  that  a  feed-grain  storage  program  would  not 
significantly  reduce  milk  production. 

This  conclusion  does  not  imply  that  a  feed-grain  storage  program 
operated  with  the  primary  objective  of  stabilizing  feed-grain  supplies 
against  weather  variations  is  not  desirable  for  dairy  producers  as  well 
as  for  other  livestock  producers.  By  reducing  variability  in  feed 
supplies  and  removing  uncertainties  about  future  prices  of  feeds, 
more  efficient  long  run  farm  plans  can  be  made  and  farming  costs 
lowered.  The  probable  effect,  however,  of  thus  increasing  efficiency 
would  be  to  increase  milk  output. 

Administrative  problems  and  cost. — As  indicated  above,  the  general 
administrative  problems  of  operating  storage  programs  have  been 
worked  out  over  the  last  20  years  and  offer  no  particular  obstacle. 


2  See  discussion  on  this  point  by  Geoffrey  S.  Shepherd  in  his  Agricultural  Price  and  Income  Policy, 
Iowa  State  College,  1952,  pp.  95-117. 
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The  difference  in  objective  in  a  feed-grain  storage  program  designed’to 
control  livestock  output  would  bring  in  some  additional  problems, 
however.  Heretofore,  production  of  livestock  has  offered  a  fairly 
open  outlet  for  accumulated  feed  grains  during  periods  of  increasing 
demand  for  food.  In  other  words,  increasing  livestock  production  has 
provided  at  times  a  use  for  expanding  feed-grain  production.  If  this 
outlet  were  no  longer  to  be  available,  the  pressure  from  mounting 
stocks  of  feed  grains  in  storage  would  be  likely  to  increase,  which  in 
turn  might  require  more  crop  controls.  The  primary  difficulty  with 
control  through  feed  grains  is  that  they  cannot  be  neatly  partitioned 
into  parts  that  go  to  each  class  of  livestock.  Any  feed-grain  storage 
program  would  influence  all  classes  of  livestock,  and  especially  hogs. 

Another  problem  would  result  from  the  fact  that  a  large  share  of 
the  feed  grain  produced  is  fed  on  the  farms  where  grown  and  does  not 
enter  trade  channels.  It  would  obviously  be  very  difficult  through 
this  program  to  exercise  control  over  livestock  production  based  on 
home-grown  grain  except  as  higher  feed  prices  resulting  from  the 
program  might  encourage  more  of  such  grain  to  go  into  storage. 

The  costs  of  this  proposal  are  difficult  to  estimate,  but  since  the 
effectiveness  of  the  program  is  doubtful,  it  seems  clear  that  costs 
would  be  high  relative  to  accomplishments. 

Feed-grain  tax  method 

Another  more  selective  method  of  checking  the  use  of  dauy  feed 
grains  would  be  to  place  a  tax  on  feed  grains  fed  to  milk  cows.  This 
could  be  imposed  on  all  commercial  dairy  formula  feeds  and  could 
perhaps  be  levied  also  on  other  feed  grains  fed  to  milk  cows,  including 
home-raised  grains.  To  be  effective  the  tax  would  have  to  be  a 
substantial  one,  say  10  to  15  percent. 

Previous  exjperience. — Experience  with  selective  taxes  of  this  kind 
on  dairy  feeds  is  lacking.  Something  of  the  effect  may  be  deduced 
from  the  effect  of  changes  in  feed  prices. 

Efect  on  production. — The  directional  effect  of  this  method  on 
milk  production  would  be  similar  to  the  effect  of  an  ordinary  increase 
in  feed-grain  prices  insofar  as  the  method  is  workable.  A  significant 
difference  would  arise  from  the  fact  of  selectivity.  Feed  grains 
available  for  other  livestock  would  not  be  taxed  and  there  would 
doubtless  be  a  considerable  substitution  even  of  formula  feeds. 
Furthermore,  forage  would  no  doubt  be  substituted  for  grain  to  an 
increasing  degree.  The  accuracy  of  assessment  on  home-raised  feed 
grains  fed  to  milk  cows  may  be  open  to  question  also.  The  net  effect 
on  production  would  be  considerably  less  than  would  follow  with  a 
comparable  general  increase  in  feed-grain  prices. 

Administrative  problems  and  costs. — Regional  inequities  would  be 
apparent  in  this  proposal  also.  But  the  principal  difficulty  in  this 
method  would  be  a  general  feeling  that  a  tax  on  feed  is  an  unjust  tax, 
just  as  consumers  feel  that  a  tax  on  food  is  unwarranted.  With  this 
basic  feeling,  with  regional  inequities,  with  difficulties  of  assessment 
and  collection  of  tax  on  home-produced  grain — the  enforcement 
problems  would  mount  rapidly. 

The  income  effect  to  the  average  dairyman  would  be  adverse  both 
from  the  tax  itself  and  from  the  enforced  downward  adjustment  of 
output  if  the  program  were  successful  in  reducing  production. 

In  view  of  the  very  doubtful  effectiveness  of  the  program,  it  seems 
clear  that  its  cost  would  be  high  relative  to  its  accomplishments. 
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Feed-grain  rationing 

An  alternative  method  of  attempting  to  control  the  flow  of  feed 
grains  to  milk  production  on  a  selective  basis  would  be  to  ration  dairy 
formula  feeds  and  other  feeds  purchased  by  dairy  producers  for  use  in 
milk  production.  Feeds  for  other  livestock  would  be  left  free  of 
control. 

Dairy  rations  for  individual  dairy  farms  could  be  based  on  records 
of  past  purchases  of  feed  grains,  perhaps  supported  by  milk  sales 
records. 

Previous  experience. — Experience  in  rationing  feed  grains  in  the 
United  States  appears  to  be  limited  mainly  to  wartime  situations  of 
feed  shortages.  The  problem  of  allocating  a  short  supply  is  a  rather 
different  one,  but  has  some  parallels.  In  the  United  States  rationing 
of  mixed  feeds  has  been  necessary  only  on  an  informal  basis  and  on  a 
few  occasions.  During  and  immediately  after  World  War  II  some 
feed  dealers  who  received  insufficient  supplies  divided  them  among 
their  regular  customers  as  equitably  as  they  could. 

England  and  other  European  countries  have  had  much  more  exper¬ 
ience  in  rationing  feed  grains.  It  should  be  noted  that  in  England 
more  of  the  feed  is  imported  and  authorities  were  able  to  control  a 
larger  part  of  the  supply.  Kationing  was  assisted  by  other  elements 
of  pricing  policy  so  that  differential  rationing  was  feasible. 

Effect  on  production. — The  effect  on  milk  production  of  rationing 
feed  grains  would  vary  greatly  in  different  regions  in  accordance  with 
the  proportion  of  feed  grains  and  roughage  feeds  grown  and  purchased. 
In  some  areas  in  whch  much  feed  is  produced,  the  method  would  be 
quite  ineffective.  The  importance  of  these  regional  differences  is  in¬ 
dicated  by  the  following  figures  which  show  the  percentage  that 
homegrown  grain  is  of  total  concentrates  fed  to  dairy  cows  in  1953.^ 

Percent 


North  Atlantic _  27.  2 

East  North  Central _  74.  0 

West  North  Central _  70.  I 

South  Atlantic _ , _  32.  0 

South  Central _  29.  8 

West _  16.  5 


United  States _  50.  8 


In  many  areas  in  the  Northeast  and  other  feed-deficit  sections  a 
considerable  measure  of  control  could  be  established.  No  feasible 
way  seems  open  of  compelling  producers  who  raise  their  own  feed  to 
refrain  from  feeding  it  to  milk  cows,  so  long  as  the  milk  could  be 
profitably  disposed  of. 

Administrative  problems  and  coste.— The  obvious  regional  and  area 
inequities  that  would  arise  would  constitute  a  major  problem.  Even 
assuming  that  rigid  rationing  would  bring  about  a  measurable  reduc¬ 
tion  in  the  national  milk  output,  producer  reaction  could  be  expected 
against  a  method  that  would  so  clearly  penalize  producers  in  estab¬ 
lished  feed-deficit  milkshed  areas. 

Considering  the  numerous  difficulties  in  this  proposal  and  its  doubt¬ 
ful  effectiveness,  no  estimates  of  cost  have  been  attempted.  Its  cost 
certainly  would  be  high  in  relation  to  its  accomplishment. 


3  John  L.  Wilson  and  Herbert  M.  Walters,  Rations  Fed  to  Milk  Cows,  1953,  AMS,  USDA,  January  1954. 
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RECONVERSION  ASSISTANCE  METHODS 

Description  of  method 

Most  methods  of  production  control  are  designed  to  deal  with  an 
emergency  surplus  situation.  They  are  necessarily  short-run  methods 
to  reduce  surpluses  and  they  m.ay  not  do  much  about  the  basic  mal¬ 
adjustment  of  resources.  Indeed,  they  may  tend  to  freeze  uneconomic 
combinations  of  resources  and  prolong  the  time  required  for  needed 
fundamental  changes  in  farm  organization. 

Many  dairymen  in  all  areas  need  to  adjust  toward  more  efficient 
farm  units,  which  in  most  cases  means  farm  units  of  somewhat  larger 
scale.  Others  need  to  shift  from  milk  to  other  lines  of  farm  production, 
although  in  some  areas,  as  in  the  South,  the  shift  may  be  toward 
dairying.  Still  others  need  to  look  outside  agriculture  for  their  future. 
The  first  two  groups  will  benefit  from  existing  extension,  conservation, 
and  improvement  programs  in  farm  management  and  land  use.  The 
last  group  receives  relatively  little  assistance  from  farm  programs  as 
presently  operated. 

This  group  includes  many  whose  potential  abilities  are  inadequately 
employed  on  the  available  farms.  For  these  people,  more  emphasis 
is  needed  on  educational  facilities  and  on  various  kinds  of  on-the-job 
training  programs.  This  would  call  for  increased  support  for  the  reg¬ 
ular  public-school  system  and  for  special  emphasis  on  vocational  train¬ 
ing  and  guidance  for  nonfarm  opportunities.  More  than  half  the 
young  people  growing  up  on  farms  will  eventually  find  nonfarm  occu¬ 
pations  and  therefore  can  make  effective  use  of  appropriate  training. 

Emphasis  on  more  efficient  farm  planning  means  that  many  farms 
will  grow  larger  by  purchase,  rental,  or  intensification.  Attention 
usually  centers  on  the  farm,  part  of  this  process  of  enlargement  and 
overlooks  the  equally  important  adjustment  made  by  those  who  leave 
farming.  They  are  not  necessarily  the  most  disadvantaged  individ¬ 
uals.  Frequently  they  are  people  who  are  good  farm.ers,  but  many 
can  locate  even  better  nonfarm  alternatives,  or  they  could  if  the 
proper  institutional  mechanism.s  were  provided  to  help  them  make 
this  transition  more  readily.  Wartime  farm  enlargement  and  expan¬ 
sion  of  production  came  about  at  the  same  time  that  farmers  and  other 
members  of  the  farm-labor  force  were  called  into  the  armed  services 
and  into  war  industries  in  large  numbers. 

Special  assistance  methods  to  promote  desirable  long-term  recon¬ 
version  might  include  the  following: 

1.  Conversion  payments  for  adjusting  scale  of  operations  and 
practices  leading  to  lower  cost  and  more  efficient  operations. 

2.  Provisions  for  supervised  intermediate  and  longer  term 
credit  (where  existing  som'ces  are  not  adequa^;e')  to  finance  neces¬ 
sary  capital  investment  associated  with  adjusting  to  more  effi¬ 
cient  organizations. 

3.  Problem  area  method  of  focusing  on  acute  adjustment 
problems. 

4.  Assistance  grants  for  education  and  retraining  programs  for 
farmers  who  seek  urban  occupations. 

Previous  experience 

The  experience  of  the  Farmers’  Home  Administration  m  extending 
supervised  credit  to  low-income  farmers  to  readjust  their  farm  and 
home  plans  is  very  much  to  the  point.  Similarly,  the  currently 
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reoriented  Extension  Service  program  to  approach  farm  adjustments 
on  the  farm  unit  basis  is  in  line  with  what  is  needed. 

Effect  on  production  and  consumption 

The  effect  of  fundamental  readjustments  of  the  kind  indicated  would 
be  to  improve  the  efficiency  with  which  farm  resources  are  used. 
Lower  cost  production  could  also  m.ean  eventually  profitable  produc¬ 
tion  even  at  som„ewhat  lower  prices  to  consumers.  Furtherm.ore,  both 
production  and  consumption  of  farm  products  might  be  larger. 

It  must  be  recognized  that  basic  readjustments  in  farm,  organiza¬ 
tion  take  time  and  results  do  not  show  up  immediately.  Moreover, 
there  is  some  possibility  that  speeding  up  progress  in  efficiency  by 
these  methods  would  increase  production  and  aggravate  the  surplus 
problem  at  least  temporarily.  Most  ways  of  increasing  efficiency 
involve  increasing  inputs  of  capital  and  other  resources  and  increasing 
output  on  the  individual  farm.  Unless  labor  resources  are  withdrawn 
from  farming  simultaneously,  per  capita  incomes  of  farm  people  are 
likely  to  be  reduced.  It  is  therefore  very  important  to  provide  farm 
people  with  full  access  to  nonfarm  job  opportunities.  Only  if  this 
access  if  freely  available  will  increased  overall  efficiency  be  realized. 

Costs  of  methods 

The  costs  involved  in  reconversion  assistance  would  depend  chiefly 
on  how  rapidly  it  was  desired  to  push  forward  with  various  methods. 
Funds  already  available  for  conservation  payments  might  be  reallo¬ 
cated  for  practices  designed  especially  to  assist  reconversion  in  some 
areas. 

Provision  for  extension  of  supervised  credit  might  involve  mainly  ad- 
tional  capital  funds  for  existing  or  newly  authorized  credit  agencies. 

Legislative  authority 

Legislative  authority  would  be  necessary  to  provide  for  some  of  the 
suggested  methods  of  reconversion.  Benefit  payments  could  be  made 
for  certain  steps  under  present  authorization,  but  additional  authority 
would  be  needed  to  cover  payments  for  desirable  shifts  to  lower  costs 
and  to  improve  the  general  organization. 

New  authority  would  be  needed  to  cover  grants  for  educational 
assistance  although  these  might  be  similar  to  veterans’  grants  for  the 
same  purpose. 

To  provide  needed  intermediate  credit  facilities  and  supervised 
credit,  new  legislation  would  also  be  required. 

Administrative  problems 

A  variety  of  administrative  problems  would  arise  in  the  many  dif¬ 
ferent  plans  that  might  be  involved  here.  One  problem  is  that  of 
refocusing  existing  educational  and  action  programs.  The  agricultural 
extension  service  is  aheady  embarked  on  one  phase  of  this  problem. 

Supervised  credit  has  many  administrative  problems.  Some  stream¬ 
lining  would  be  necessary  to  keep  costs  within  reasonable  bounds  and 
still  attain  effective  reconversion  progress. 


SECTION  II 


METHODS  OF  SUPPORTING  RETURNS  TO  FARMERS  FOR 
MILK  AND  BUTTERFAT 

In  addition  to  possible  programs  to  limit  production  or  marketings 
discussed  in  a  previous  section  of  this  report,  there  are  two  general 
methods  that  could  be  used  more  directly  to  support  returns  to  farmers 
from  sales  of  milk  and  butterfat  at  a  level  above  the  returns  that  they 
would  receive  under  free  market  supply  and  demand  conditions. 
These  two  general  avenues  of  approach,  usually  referred  to  as  the 
purchase  and  payment  methods,  are  as  follows: 

1.  Market  prices  of  dauy  products  could  be  maintained  at  a  level 
that  would  reflect  the  support  level  to  farmers  for  milk  and  butterfat 
by  the  purchase  and  removal  from  the  market  of  that  part  of  the 
supply  that  could  not  be  sold  in  commercial  outlets  at  such  support- 
price  level. 

2.  Market  prices  of  dairy  products  could  be  permitted  to  adjust  to 
whatever  level  would  move  the  total  supply  through  commercial  out¬ 
lets,  with  farmers  receiving  their  returns  from  sales  of  milk  and  butter¬ 
fat  partly  from  the  market  prices  and  partly  in  payments  directly  or 
through  processors  and  dealers  from  the  agency  administering  the 
program. 

There  are  several  possible  modifications  of  these  two  principal 
methods  of  supporting  unit  returns  to  farmers  for  milk  and  butterfat. 
Also  there  are  several  possible  combinations  of  these  methods  that 
might  be  used.  In  order  to  facilitate  an  appraisal  of  each  method, 
however,  it  was  assumed,  except  as  otherwise  specified,  that  the  sup¬ 
port  would  be  carried  out  wholly  by  the  particular  method  under  con¬ 
sideration. 

DAIRY  PRODUCTS  PURCHASE  METHOD 

Description  of  method 

Prices  to  producers  for  milk  and  butterfat  could  continue  to  be 
supported  by  CCC  purchases  of  manufactured  dairy  products  at 
prices  that  would  reflect  the  announced  level  of  price  support  to  pro¬ 
ducers  for  milk  and  butterfat.  Under  the  type  of  program  now  in 
effect,  the  Secretary  announces  at  the  beginning  of  the  marketing  year 
the  prices  at  which  Commodity  Credit  Corporation  will  stand  ready 
to  buy  all  quantities  of  butter,  Cheddar  cheese,  and  nonfat  dry  milk 
solids  offered  in  carlots  by  manufacturers  and  handlers.  The  prod¬ 
ucts  must  meet  certain  quality  specifications  and  must  be  offered  sub¬ 
ject  to  other  terms  and  conditions  set  forth  in  announcements.  The 
purchase  prices  are  based  on  the  recent  relationships  between  market 
prices  of  the  products  and  the  average  prices  paid  to  farmers  for  manu¬ 
facturing  milk,  and  for  butterfat  in  farm-separated  cream. 

The  products  purchased  are  placed  in  appropriate  storage,  such  as 
cold  storage  for  butter,  cooler  storage  for  cheese,  and  dry  storage  for 
nonfat  dry  milk  solids,  in  accordance  with  commercial  practice.  The 
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purchases  are  confined  to  those  dairy  products  that  can  be  stored  for 
at  least  one  season  without  serious  impairment  of  quality,  that  can  be 
distributed  and  used  advantageously  in  noncommercial  outlets,  and 
that  do  not  involve  serious  labeling  or  other  problems  on  sale  back 
to  the  commercial  market. 

Dairy  products  acquired  under  the  support  program  are  offered  for 
sale  back  to  the  commercial  market  at  prices  moderately  above  the 
current  purchase  prices.  This  sales  price  policy  aims  to  encourage 
normal  commercial  storage  of  supplies  from  the  spring  and  summer 
heavy  producing  months  to  the  winter  period  of  seasonally  low  pro¬ 
duction.  Whenever  the  supplies  acquired  under  the  program  exceed 
the  quantities  that  likely  can  be  returned  to  the  markets,  the  products 
are  made  available  for  other  uses.  They  are  offered  for  sale  for  com¬ 
mercial  export  at  world  prices  and  for  restricted  commercial  uses  that 
do  not  interfere  with  the  price  support  program.  The  products  also 
are  made  available  by  donation  for  use  in  the  school-lunch  program, 
for  welfare  use  both  in  the  United  States  and  in  other  countries,  and 
for  additional  use  by  the  military  agencies  and  Veterans’  Administra¬ 
tion  under  conditions  authorized  by  law. 

Legislative  authority 

The  purchase  method  of  supporting  prices  to  producers  for  milk 
and  butterfat  is  authorized  by  the  Agricultural  Act  of  1949  as  amended. 
Section  201  of  the  amended  act  provides  that  such  price  support  shall 
be  provided  through  loans  on,  or  purchases  of,  milk  and  the  products 
of  milk  and  butterfat. 

Previous  experience 

Dairy  products  were  purchased  from  time  to  time  to  support  prices 
to  producers  for  milk  and  butterfat  from  mid-1933  until  the  early  war 
years.  The  Department  did  not  announce  specific  price-support 
levels  and  did  not  announce  the  prices  at  which  it  would  buy  dairy 
products.  The  purchases  generally  were  made  on  the  basis  of  com¬ 
petitive  bids  and  the  quantities  purchased  usually  did  not  exceed  the 
quantities  that  could  be  used  for  school  lunch  and  welfare  purposes. 
The  largest  prewar  effort  to  support  a  certain  level  of  prices  for  an 
extended  period  was  in  the  1938-39  marketing  year  when  114  million 
pounds  of  butter  were  purchased.  Nearly  all  of  the  dairy  products 
purchased  under  the  prewar  price-support  programs  were  distributed 
to  unemployed  and  other  needy  persons  in  public  relief  programs  and 
to  school-lunch  programs. 

Commitments  to  support  prices  to  producers  for  milk  and  butterfat 
were  made  during  World  War  II  in  order  to  encourage  needed  pro¬ 
duction.  Wartime  demands,  however,  kept  market  prices  at  price¬ 
ceiling  levels  and  no  price-support  purchases  were  necessary.  Large 
quantities  of  dairy  products  were  purchased  by  the  Armed  Forces 
and  the  Department  of  Agriculture  during  and  immediately  after 
World  War  II.  All  of  these  purchases  were  for  military,  lend-lease 
and  postwar  foreign  assistance  programs  rather  than  for  price-support 
purposes. 

About  211  million  pounds  of  nonfat  dry  milk  solids  were  purchased 
in  1947  to  strengthen  sagging  prices  of  manufacturing  milk.  All  of  it 
was  sold  to  other  agencies  for  use  in  occupied  areas  and  other  foreign 
relief.  No  price-support  actions  were  necessary  in  1948. 
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The  postwar  programs  to  support  prices  to  producers  for  milk  and 
butterfat  by  market  purchases  of  butter,  Cheddar  cheese  and  nonfat 
dry  milk  solids  have  been  in  effect  since  early  1949.  The  announced 
price-support  levels  from  early  1949  through  March  1954  ranged  from 
79  to  90  percent  of  the  parity  equivalent  price  of  manufacturing  milk 
and  from  86  to  90  percent  of  the  parity  price  of  butterfat  in  farm- 
separated  cream.  (See  table  4.) 

Price-support  purchases  of  dairy  products  were  equivalent  to  about 
2.5  percent  of  the  total  milk  supply  both  in  1949  and  during  the  period 
January  1950  through  March  1951  when  support  operations  were 
shifted  to  a  marketing-year  basis.  Only  small  purchases  were  neces¬ 
sary  in  1951-52  and  in  the  first  7  months  of  the  1952-53  marketing 
year.  Meanwhile  about  half  of  the  butter  and  a  substantial  quantity 
of  the  cheese  acquired  under  these  programs  were  sold  back  to  the 
market.  Through  these  sales  to  the  domestic  market,  the  use  of 
supplies  in  school-lunch  and  domestic  welfare  programs,  and  donations 
or  sales  at  reduced  prices  for  foreign  welfare  uses,  CCC  sold  or  donated 
all  of  the  butter  and  cheese  and  most  of  the  nonfat  dry  milk  solids 
acquired  in  these  support  operations.  In  October  1952  CCC’s  in¬ 
ventory  of  dairy  products  was  down  to  31  million  pounds  of  nonfat  dry 
milk  solids. 


Table  4. — Comparison  of  announced  support  prices  and  United  States  average 
market  prices  paid  to  producers  for  manufacturing  milk  and  butterfat  in  farm- 
separated  cream 


Support  period 

Support  level 

Market 

price 

Market 
above (+) 
or 

below  (— ) 
support 

Percent  of 
parity  i 

Support 

price 

Maufacturing  milk  (dollars  per 

hundredweight) 

January  to  December  1949 _ _  .  ...  _ 

90 

3.14 

3. 14 

0 

January  1950  to  March  1951 _ _  .  .  ...  .  _ _ 

79 

3.07 

3.35 

+.  28 

April  1951  to  March  1952 _  _  _ 

87 

3.60 

3.97 

+.  37 

April  1952  to  March  1953 _ _ _  _ _ 

90 

3. 85 

4.00 

+.15 

April  1953  to  March  1954 _ 

90 

3. 74 

3.46 

-.28 

April  1954  to  March  1955 _  _ 

75 

3.15 

23. 14 

-.01 

Butterfat  (cents  per  poimd) 

January  to  December  1949 —  -  - 

90 

58.5 

62.1 

+3.6 

January  1950  to  March  1951 _ _ 

86 

60.0 

64.0 

+4.0 

April  1951  to  March  1952 _ 

90 

67.6 

74.1 

+6.5 

April  1952  to  March  1953 _ 

90 

69.2 

71.5 

+2.3 

April  1953  to  March  1954 _ 

90 

67.3 

65.2 

-2.1 

April  1954  to  March  1955 _ _ _ 

75 

56.2 

3  56.3 

+.1 

1  Percent  of  parity  equivalent  price  of  manufacturing  milk  and  parity  price  of  butterfat. 

2  April  to  November  average  adjusted  to  3.95  percent  butterfat  content  basis. 

3  April  to  November  average. 


During  the  last  5  months  of  the  1952-53  marketing  year,  CCC 
■purchased  substantial  quantities  of  dairy  products.  Some  of  these 
products  had  been  produced  in  the  preceding  months  of  seasonally 
large  production  and  placed  in  storage  by  manufacturers  or  handlers. 
Total  price-support  purchases  were  equivalent  to  about  3.5  percent 
of  the  total  farm  marketings  of  milk  and  butterfat  during  that  mar¬ 
keting  year. 
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An  increase  in  milk  production  resulted  in  an  increase  in  price 
support  purchases  of  dairy  products  in  the  1953-54  marketing  year 
when  such  purchases  were  equivalent  to  about  11  percent  of  the 
total  farm  marketings  of  milk  and  butterfat.  Utilization  of  dairy 
products  did  not  keep  pace  with  the  increase  in  acquisitions  under 
the  1952-53  and  1953-54  support  programs.  CCC  inventories 
accumulated,  and  on  March  31,  1954,  CCC’s  inventory  of  butter, 
cheese,  and  nonfat  dry-milk  solids  was  equivalent  to  approximately 
11  percent  of  1  year’s  farm  miarketings  of  milk  and  butterfat.^ 

The  support  level  for  the  1954-55  April-March  marketing  year 
was  announced  as  75  percent  of  the  parity  equivalent  price  of  manu¬ 
facturing  milk  and  75  percent  of  parity  for  butterfat.  Purchases  of 
dairy  products  from  April  through  November  were  equivalent  to 
about  5  billion  pounds  of  milk,  substantially  less  than  a  year  earlier, 
and  4  percent  of  the  probable  total  milk  production  during  the 
12-month  marketing  year.  The  percentage  will  be  raised  by  any 
additional  purchases  during  the  remainder  of  the  marketing  year. 

The  disposition  of  CCC  stocks  of  dairy  products  was  stepped  up 
following  the  enactment  of  legislative  authority  for  CCC  to  bear 
repackaging  and  certain  transportation  costs  of  dairy  products 
donated  b}^  CCC  for  welfare  uses.  The  quantities  requested  by 
welfare  agencies,  especially  for  foreign  welfare  use,  increased  sharply. 
Also,  CCC  stocks  were  m.ade  available  by  donation  for  increasing 
consumption  by  military  personnel  as  authorized  by  the  Agricultural 
Act  of  1954.  ^ 

The  CCC  inventory  of  nonfat  dry-milk  solids  was  sharply  reduced 
in  1954  by  the  sale  of  a  large  quantity  for  use  in  animal  and  poultry 
mixed  feed. 

The  CCC  inventory  of  dairy  products  on  December  1,  1954,  was 
equivalent  to  about  9  billion  pounds  of  milk  or  8.5  percent  of  annual 
farm  marketings  of  milk  and  its  products.  This  figure  does  not 
include  sizable  quantities  then  being  repackaged  or  processed  for 
scheduled  delivery  to  welfare  agencies  through  March  1955, 

E^ect  of  purchases  on  prices 

For  its  price-support  effects,  the  purchase  method  relies  upon  re¬ 
moving  from  the  markets  all  of  the  supplies  produced  in  excess  of 
consumption  and  commercial  exports  at  prices  corresponding  to  the 
support  level.  All  of  the  milk  and  butterfat  produced  in  excess  of 
the  volumes  that  can  be  marketed  commercially  in  the  forms  of  milk 
and  its  products  tends  to  be  used  in  the  production  of  the  products 
purchased  under  the  support  program.  Therefore,  purchases  of  those 
products  support  prices  to  producers  for  milk  and  butterfat  in  all  uses. 

Prices  to  farmers  for  milk  and  butterfat  can  be  effectively  supported 
by  purchases  of  dairy  products.  A  large  proportion  of  the  total 
quantity  of  milk  and  butterfat  used  in  manufacturing  dairy  products  is 
used  in  the  production  of  those  types  of  products  that  it  is  practicable 
to  purchase,  store  and  distribute  under  the  support  programs.  Those 
products  are  widely  produced  and  their  markets  are  nationwide.  The 
purchase  and  removal  of  supplies  from  the  markets  maintain  market 
prices  on  a  nationwide  basis.  The  prevailing  practice  throughout  the 
dairy  industry  is  to  pay  producers  for  milk  and  butterfat  on  the  basis 
of  market  prices  of  the  manufactured  dairy  products.  This  practice 

1  These  quantities  exclude  5  million  pounds  of  butter  and  83  million  pounds  of  cheese  purchased  in  March 
and  immediately  contracted  for  sale  back  to  the  sellers  in  April  1954. 
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is  substantially  the  same  in  periods  when  market  prices  are  maintained 
by  CCC  purchases  of  dairy  products  as  when  such  a  support  program 
is  not  in  operation.  Competition  is  equally  effective  in  keeping  farm 
prices  of  milk  and  butterfat  in  line  with  market  prices  of  dairy  products 
when  support  programs  are  in  operation  and  when  they  are  not  in 
operation.  CCC  purchases  of  dairy  products  under  a  price  support 
program  do  not  substantially  alter  competition  within  the  dairy 
industry  or  change  the  processing  and  marketing  costs  or  margins. 

Purchases  of  dairy  products  under  a  support  program  tend  to 
support  prices  of  milk  sold  for  consumption  as  fluid  milk  as  well  as 
prices  of  milk  used  for  manufactured  dairy  products.  Fluid  milk 
prices  in  most  milk  markets  are  related  to  prices  of  dairy  products  or 
manufacturing  milk.  Also,  milk  supplies  in  excess  of  consumption  as 
fluid  milk  are  processed  into  dairy  products. 

Operation  of  a  support  program  by  the  purchase  method  involves 
the  determination  and  announcement  at  the  beginning  of  the  market¬ 
ing  year  of  the  prices  at  which  CCC  will  buy  dairy  products  during  the 
year.  The  recent  trends  in  margins  or  relationships  between  the 
United  States  average  prices  paid  producers  by  processors  for  manu¬ 
facturing  milk  and  for  butterfat  in  farm-separated  cream  and  the 
prevailing  market  prices  of  the  products  provide  a  basis  for  estimating 
the  purchase  prices  of  dairy  products  that  will  result  in  United  States 
average  prices  to  producers  equal  to  the  support  prices.  An  increase 
in  the  processing  |and  [marketing]  costs  [or  margins  may  make  it 
necessary  to  raise  the  CCC  purchase  prices  during  the  marketing 
year  if  the  intended  support  level  is  to  be  fully  accomplished; 

The  United  States  average  prices  to  producers  for  manufacturing 
milk  and  butterfat  have  equaled  or  exceeded  the  announced  support 
levels  during  most  of  the  period  since  early  1949.  (See  table  4.) 
Producer  prices  averaged  substantially  above  the  support  levels  dur¬ 
ing  parts  of  the  period  when  market  demand  raised  prices  of  dairy 
products  above  the  CCC  buying  prices.  Prices  to  producers  for  both 
milk  and  butterfat  averaged  below  the'^support  level  in  the  1953-54 
marketing  year.  The  widened  processing  and  marketing  margins 
were  taken  into  account  in  determining  the  purchase  prices  for  dairy 
products  in  the  1954-55  marketing  year,  and,  with  minor  increases 
in  purchase  prices  of  cheese  and  nonfat  dry  milk  solids  in  midsummer, 
the  CCC  purchase  operations  resulted  in  average  prices  to  producers 
for  manufacturing  milk  and  butterfat  substantially  equal  to  the 
announced  support  level  in  the  April-November  period. 

In  measuring  the  effectiveness  of  program  operations  in  supporting 
prices  to  producers,  it  is  advisable  to  recognize  that  the  practicable 
objective  of  any  dairy  support  program  is  to  support  the  general  level 
of  prices  to  producers  for  milk  and  butterfat.  The  program  does  not 
guarantee  that  every  producer  will  receive  the  announced  support 
price.  One  reason  for  this  is  that  there  normally  are  wide  ranges  in 
prices  paid  to  producers  for  milk  and  butterfat.  For  example,  the 
•United  States  average  price  to  farmers  for  butterfat  in  farm-separated 
cream  in  October  1954  was  56.9  cents  per  pound.  The  reported 
State  average  prices,  however,  ranged  from  43  to  63  cents  per  pound. 
This  is  about  the  usual  range.  The  wide  ranges  in  prices  paid  to 
producers  for  milk  and  butterfat  are  associated  with  differences  in 
location,  use,  quality,  competition,  and  volumes  and  efficiencies  of 
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plant  operations.  Support  programs  do  not  change  these  conditions. 
Prices  received  by  individual  farmers  bear  substantially  the  same 
relationships  to  the  national  average  prices,  regardless  of  whether 
support  programs  are  in  effect.  Accordingly,  the  price-support 
objectives  of  purchase  programs  are  being  accomplished  if  the  United 
States  average  returns  to  producers  for  manufacturing  milk  and 
butterfat  substantially  equal  or  exceed  the  announced  support  level. 

One  of  the  problems  in  supporting  producer  prices  by  the  purchase 
method  is  the  determination  of  the  relative  purchase  prices  of  the 
different  dairy  products.  Farm  prices  of  butterfat  are  based  almost 
entirely  upon  the  market  prices  of  butter.  Prices  paid  for  milk 
which  is  separated  in  plants  for  the  manufacture  of  butter  from  the 
cream,  and  nonfat  dry  milk  from  the  skim  milk,  are  based  on  the 
prices  of  both  of  those  products.  Prices  of  milk  for  making  cheese 
are  based  on  market  prices  of  that  product.  The  CCC  purchase 
prices  of  the  products  must  be  in  such  relationship  to  each  other  as 
will  encourage  balanced  production  in  the  light  of  market  demands 
and  outlets  for  products  acquired  under  support  programs.  Present 
legislative  authority  permits  administrative  determination  of  the 
products  to  be  purchased  as  well  as  the  purchase  prices  on  the  basis 
of  developments  in  market  conditions  and  outlets  for  acquired 
supplies. 

Price-support  operations  by  the  purchase  method  have  a  stabilizing 
influence  on  market  prices.  The  purchases  place  a  floor  under  prices. 
Meanwhile,  the  availability  of  acquired  stocks  for  sale  back  to  the 
market  tends  to  prevent  more  than  a  moderate  rise  in  market  prices 
so  long  as  CCC  has  an  inventory  of  such  products. 

Effect  on  consumption 

The  purchase  method  of  price  support  maintains  market  prices  of 
milk  and  its  products  at  levels  corresponding  to  the  support  level  of 
prices  to  producers.  Therefore,  when  supplies  exceed  demand  at  prices 
corresponding  to  the  support  prices,  the  program  restricts  consump¬ 
tion  of  milk  and  its  products  in  regular  channels  of  trade  to  those 
quantities  that  consumers  are  able  and  willing  to  buy  at  prices  cor¬ 
responding  to  the  support  level.  The  distribution  of  products  acquired 
under  the  support  program,  however,  for  school  lunch  and  welfare 
uses  and  for  increased  consumption  by  military  personnel  results  in 
the  consumption  of  at  least  part  of  the  supplies  removed  from  the 
markets  under  the  program. 

Outlets  jor  price  support  stocks 

The  quantity  of  dairy  products  that  can  be  used  in  the  available 
school  lunch,  welfare,  and  other  outlets  is  one  of  the  important  factors 
that  must  be  taken  into  account  in  determining  the  level  of  prices  that 
can  be  supported  by  purchases  of  dairy  products  without  accumulating 
unduly  large  stocks.  It  is  necessary,  therefore,  to  consider  the  possible 
outlets  for  such  products  in  appraising  the  purchase  method  of  price 
support. 

The  utilization  of  dairy  products  acquired  under  support  programs 
is  the  major  problem  involved  in  the  purchase  method.  The  pur¬ 
chase  of  a  small  percentage  of  the  total  milk  supply  in  the  form  of 
manufactured  dairy  products  involves  a  substantial  quantity  in  rela¬ 
tion  to  the  available  outlets.  For  example,  1  billion  pounds  of  milk, 
which  is  about  1  percent  of  the  total  annual  milk  supply  marketed  by 
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farmers  in  all  forms,  will  make  50  million  pounds  of  butter  and  80 
million  pounds  of  nonfat  dry  milk  solids.  Another  billion  pounds, 
or  1  percent,  will  make  100  million  pounds  of  cheese.  A  program 
that  requires  the  removal  from  the  markets  of  as  much  as  10  percent 
of  the  total  milk  supply  in  the  form  of  dairy  products  involves  major 
problems  of  utilization  of  the  products  and  accumulation  of  Govern¬ 
ment  stocks. 

Dairy  products  normally  are  stored  for  one  season  only.  Sub¬ 
stantial  proportions  of  the  products  produced  in  the  spring  and  sum¬ 
mer  months,  when  milk  production  is  seasonally  high,  normally  are 
stored  and  placed  on  the  markets  during  the  subsequent  autumn  and 
winter  months  of  seasonally  low  production.  These  stocks  are  not 
carried  over  into  the  second  storage  year  because  of  the  quality  risk 
as  well  as  the  price  risk.  Dairy  products  acquired  under  price-support 
programs  have  been  stored  well  into  the  second  year  without  serious 
loss  of  quality.  It  is  generally  believed,  however,  that  the  quality 
risk  is  so  great  that  it  would  not  be  advisable  to  undertake  to  operate 
price-support  programs  on  a  basis  that  would  require  carrying  dairy 
products  in  storage  more  than  2  years  from  the  time  of  production  to 
the  time  of  utilization.  The  relatively  short  storable  life  of  dairy 
products  limits  the  possibility  of  operating  a  dairy  price  support 
program  on  the  basis  of  the  ever-normal  granary  principle  of  storing 
supplies  in  years  of  large  production  and  carrying  reserve  supplies 
against  the  possibility  of  a  serious  drought  or  other  emergency  period. 

It  has  been  suggested  that  CCC  might  rotate  its  stocks  of  dairy 
products  by  selling  them  back  to  the  market  and  replacing  them  by 
purchasing  equal  quantities  from  current  production  in  order  to  carry 
a  larger  inventory  and  yet  protect  its  quality.  The  feasibility  of  such 
a  plan  is  doubtful.  It  would  be  necessary  to  offer  the  CCC  stocks  for 
sale  at  prices  substantially  below  the  prevailing  level  of  market  prices 
to  induce  the  trade  to  distribute  CCC  storage  stocks  instead  of  cur¬ 
rently  produced  products  in  their  established  trade  outlets. 

The  cost  to  CCC  of  rotating  its  stocks  in  this  manner  would  be 
considerable.  The  sales  and  purchases  to  rotate  inventory,  in  addition 
to  the  current  price-support  purchases,  would  greatly  increase  the 
CCC  operations  and  put  CCC  further  into  the  business  of  buying, 
handling,  and  selling  dairy  products.  Also,  the  distribution  of  large 
quantities  of  products  that  had  been  in  storage  for  a  year  or  more,  in 
place  of  currently  produced  dairy  products,  might  have  an  unfavorable 
effect  on  consumption.  These  problems  would  become  more  serious 
as  the  CCC  inventory  to  be  rotated  increased  in  proportion  to  the 
quantities  marketed  in  commercial  outlets. 

Sales  hack  to  the  domestic  market 

Section  407  of  the  Agricultural  Act  of  1949,  as  amended,  authorizes 
CCC  to  sell  commodities  owned  by  it  at  any  price  not  prohibited  by 
such  section.  The  restrictions  set  forth  in  that  section  apply  to  basic 
commodities  and  storable  nonbasic  commodities.  The  Secretary  of 
Agriculture  has  administratively  determined  that  dairy  products  are 
not  storable  commodities  within  the  meaning  of  sections  407  and  408 
of  the  act  and,  therefore,  that  they  are  not  subject  to  the  restrictions 
relating  to  sales. 

It  is  necessary  to  recognize,  however,  that  dairy  products  acquired 
under  price-support  operations  can  be  offered  for  sale  back  to  the 
domestic  market  only  at  such  prices  and  in  such  manner  as  will  not 
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impair  the  current  support  program.  It  is  apparent  that  if  CCC 
offered  its  stocks  for  sale  at  prices  below  its  current  purchase  prices 
for  unrestricted  uses,  the  CCC  stocks  would  largely  displace  supplies 
from  current  production.  CCC  purchases  would  increase  corres¬ 
pondingly.  CCC  soon  would  have  to  buy  substantially  all  of  the  cur¬ 
rent  production  and  sell  it  back  to  the  trade  at  a  loss.  This  would 
convert  the  purchase  method  into  a  modified  payment  method. 

The  present  practice  is  to  offer  the  CCC  stocks  of  dairy  products 
for  sale  to  the  domestic  market  at  prices  moderately  above  the  current 
purchase  prices.  This  tends  to  encourage  commercial  storage. 
Occasionally  some  of  the  supplies  acquired  in  the  spring  and  summer 
months  of  seasonally  large  production  can  be  sold  back  to  the  market 
in  the  subsequent  winter  months  of  seasonally  low  production.  Gen¬ 
erally,  however,  sales  back  to  the  market  within  the  marketing  year 
cannot  be  counted  upon  as  a  major  outlet  because  consumer  demand 
or  production  conditions  seldom  change  quickly. 

Crop-growing  conditions  in  the  spring  and  summer  months  largely 
determine  the  supplies  of  feeds  available  for  feeding  during  the  sub¬ 
sequent  winter  months.  Favorable  production  conditions  in  the  early 
part  of  the  dairy  marketing  year,  therefore,  usually  con  tinue  through¬ 
out  that  year.  Whenever  extensive  price-support  operations  are 
necessary  the  production  of  dairy  products  during  most  of  the  market¬ 
ing  year  equals  or  exceeds  those  quantities  that  can  be  marketed 
commercially  at  prices  corresponding  to  the  support  level. 

The  feasibility  of  selling  some  of  the  CCC  stocks  of  dairy  products 
at  reduced  prices  for  use  as  ingredients  in  bakery  products  or  other 
commercially  prepared  foods  has  been  considered.  A  small  quantity 
of  CCC  butter  has  been  sold  under  such  a  program  for  use  as  an 
extender  of  high-priced,  imported  cocoa  butter  in  the  manufacture  of 
chocolate  products.  If  a  program  of  this  kind  were  to  be  of  much  help 
in  reducing  CCC  price-support  purchases  or  stocks,  it  would  have  to 
be  applied  on  a  broad  enough  basis  to  bring  about  a  substantial 
increase  in  use  of  dairy  products. 

Such  a  program  would  involve  several  problems.  The  quantities 
of  dairy  products  used  in  commercially  prepared  foods  varies  con¬ 
siderably  among  companies.  It  would  be  difficult  to  define  and 
enforce  equitable  provisions  concerning  the  uses  of  the  low-priced 
CCC  stocks  that  would  represent  increased  uses  and  not  merely  dis¬ 
placement  of  dairy  products  now  acquired  from  commercial  sources 
and  that  would  prevent  the  resale  of  the  products  to  retail  or  other 
outlets.  The  program  also  would  entail  difficulties  of  making  the 
CCC  stocks  available  in  small  quantities  to  many  users  such  as  the 
thousands  of  local  bakers.  Furthermore,  many  manufacturers  of 
prepared  foods  prefer  to  use  either  milk  or  its  products  in  forms  other 
than  those  acquired  by  CCC  or  nonfat  dry  milk  solids  from  their  usual 
suppliers  whose  products  are  particularly  suited  to  their  uses. 

The  animal  feed  market  is  a  low-value  outlet  for  supplies  of  nonfat 
dry  milk  solids  acquired  under  the  price-support  program.  It  appears 
advisable,  however,  that  these  products  be  used  for  human  food  to  the 
fullest  possible  extent.  Furthermore,  sales  of  nonfat  dry  milk  solids 
for  animal  feed  involve  problems  of  adverse  effects  on  market  prices 
of  commercial  supplies  of  dry  and  condensed  skim  milk,  buttermilk, 
and  whey  products,  as  well  as  other  protein  feeds  and,  therefore,  on 
returns  to  farmers  who  produce  milk  and  other  commodities  from 
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which  such  animal  feeds  are  derived.  It  was  feasible  to  sell  a  large 
quantity  of  CCC-owned  nonfat  dry  milk  solids  for  use  in  animal  and 
poultry  mixed  feeds  in  1954  only  because  soybean  meal  was  short  in 
supply  and  relatively  high  in  price  and  because  the  nonfat  dry  milk 
solids  was  sold  on  condition  that  it  not  displace  other  dairy  products 
normally  used. 

Export  sales 

Commercial  exports  of  dairy  products  produced  in  the  United  States 
historically  have  amounted  to  less  than  1  percent  of  total  milk  produc¬ 
tion.  Large  proportions  of  the  dairy  products  exported  during  the 
last  12  years  were  financed  by  the  United  States  and  were  shipped 
under  lend-lease  and  postwar  assistance  programs.  Commercial 
exports  were  largely  evaporated  milk,  dry  whole  milk,  and  nonfat  dry 
milk  to  Central  and  South  American  countries,  the  Philippines,  and 
other  scattered  markets. 

American  exporters  have  encountered  problems  in  developing  export 
markets  for  dairy  products  produced  in  the  United  States.  They  have 
included  the  generally  lower  levels  of  prices  of  dairy  products  in  the 
principal  foreign  importing  markets,  the  low  purchasing  power  of 
consumers  in  other  potential  markets  where  large  populations  consume 
small  quantities  of  dairy  products,  and  problems  of  trade  balances. 

Commercial  exports  of  dairy  products  could  continue  to  be  en¬ 
couraged  by  offering  CCC  stocks  for  sale  for  export  at  prices  competi¬ 
tive  with  those  of  other  exporting  countries  or  by  making  payments  to 
exporters  that  would  enable  them  to  meet  their  competition.  Begin¬ 
ning  in  early  1954,  CCC  offered  its  stocks  of  butter,  Cheddar  cheese, 
and  nonfat  dry  milk  solids  for  sale  for  commercial  export  at  prices 
comparable  to  those  in  the  world  market  but  only  small  quantities 
were  exported.  The  legislative  authority  to  accept  foreign  currency 
in  payment  for  exported  products  may  help  to  increase  exports  of 
dairy  products. 

The  United  Kingdom  is  the  principal  importer  of  dairy  products  and 
receives  very  large  percentages  of  the  dairy  products  entering  inter¬ 
national  trade.  The  UK  market  historically  has  imported  dairy 
products  from  European  and  Southern  Hemisphere  countries  and 
Canada.  Other  importing  countries  which  take  smaller  quantities 
also  have  imported  dairy  products  from  those  countries.  Dairy 
production  in  many  of  the  foreign  exporting  countries  is  geared  to  large 
export  trade  in  dairy  products  and  they  export  large  percentages  of 
their  production.  Their  export  sales  prices  generally  are  substan¬ 
tially  below  the  prevailing  market  prices  in  the  United  States  and  in 
some  cases  are  below  their  domestic  market  prices. 

Placing  large  quantities  of  dairy  products  acquired  under  price- 
support  programs  in  the  United  States  on  export  markets  at  low  enough 
prices  to  move  such  large  quantities  could  result  in  serious  effects  on 
foreign  prices  of  dairy  products.  There  are  opportunities  for  develop¬ 
ing  new  markets  for  dairy  products  in  areas  where  their  consumption 
is  extremely  small.  In  view  of  the  problems  of  low  purchasing  power 
and  of  merchandising,  however,  such  markets  may  be  effective  in  long 
range  programs  rather  than  as  immediate  outlets  for  large  quantities 
of  products  acquired  under  the  support  programs. 
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School-lunch  and  welfare  uses 

School-lunch  and  welfare  uses  generally  are  the  principal  outlets  for 
dairy  products  acquired  under  support  programs.  It  is  estimated  that 
up  to  95  million  pounds  of  butter,  75  million  pounds  of  cheese,  and 
65  million  pounds  of  nonfat  dry  milk  solids  can  be  used  yearly  in 
domestic  school-lunch  and  welfare  programs,  under  1954  conditions, 
in  addition  to  the  dairy  products  purchased  locally  with  the  aid  of 
funds  distributed  under  the  National  School  Lunch  Act  (see  section 
on  distribution  programs) . 

Large  quantities  of  dairy  products  can  be  used  for  welfare  purposes 
in  foreign  countries.  Based  on  late  1954  indications,  with  CCC  donat¬ 
ing  the  products  and  bearing  the  cost  of  repackaging  and  transporting 
them  to  ports  of  export  as  authorized  by  the  Agricultural  Act  in  1954, 
it  appears  that  dairy  products  can  be  distributed  by  United  States 
private  charitable  organizations  and  international  welfare  agencies  to 
needy  persons  abroad  at  annual  rates  up  to  155  million  pounds  of 
butter,  90  million  pounds  of  cheese,  and  260  million  pounds  of  nonfat 
dry  milk  solids.  (See  section  on  distribution  programs.) 

The  above  quantities  of  dairy  products  would  be  equivalent  to  about 
66.  billion  pounds  of  milk. 

Transfers  to  military  agencies  and  Veterans'  Administration 

Transfers  of  dairy  products  to  military  agencies  and  veterans’  hos¬ 
pitals  will  aid  in  reducing  CCC  price-support  purchases  or  stocks  only 
if  they  do  not  displace  their  normal  purchases  in  the  markets.  The 
amended  Agricultural  Act  of  1949  requires  that  dairy  products  ac¬ 
quired  under  price-support  programs  shall  be  made  available  by  dona¬ 
tion  for  increased  consumption  by  military  personnel  and  veterans’ 
hospital  patients.  It  is  estimated  that  such  increased  use  can  provide 
an  outlet  for  up  to  30  million  pounds  of  butter  and  smaller  quantities 
of  cheese  and  nonfat  dry  milk  yearly,  or  the  equivalent  of  perhaps 
three-fourths  of  a  billion  pounds  of  milk. 

A  program  to  increase  the  consumption  of  milk  by  military  personnel 
and  veterans’  hospital  patients  was  adopted  in  late  1954.  The  pur¬ 
pose  of  the  program  is  to  divert  to  such  use  some  of  the  milk  that 
otherwise  would  be  manufactured  into  dairy  products  for  sale  to  CCC 
under  the  price-support  program.  CCC  will  pay  part  of  the  cost  of 
the  program.  While  the  program  has  not  been  in  operation  long 
enough  to  determine  the  extent  to  which  it  is  feasible  to  increase  the 
consumption  of  milk  by  military  personnel  and  hospital  patients,  it  is 
estimated  that  the  quantity  by  which  such  consumption  could  be 
increased  will  represent  a  very  small  percentage  of  the  total  milk 
supply.  As  a  price-support  method,  therefore,  such  a  program  by 
itself  will  not  be  adequate  to  carry  out  a  substantial  support  operation 
but  rather  will  be  feasible  as  a  supplement  to  some  other  method. 

E;ffect  on  imports 

By  holding  domestic  market  prices  of  dairy  products  above  prices 
in  foreign  markets,  price-support  purchases  of  dairy  products  make  the 
United  States  market  more  attractive  to  foreign  supplies.  This 
intensifies  the  need  for  import  controls  to  prevent  increased  imports 
that  would  impair  the  support  program.  The  alternative  is  larger 
purchases  of  dairy  products  under  the  support  program. 
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Administrative  'problems 

Dairy  products  purchase  operations  can  be  carried  out  either  by  one 
central  office  or  by  several  area  offices.  The  volume  of  work  depends 
a  good  deal  upon  the  quantities  of  dairy  products  that  it  is  necessary 
to  purchase  and  handle  under  the  program.  Based  on  the  experience 
of  recent  years,  it  is  estimated  that  the  purchase  of  dairy  products 
equivalent  to  10  percent  of  the  milk  supply  would  include  purchases 
from  over  300  companies  and  would  require  an  estimated  15,000 
purchase  contracts  covering  some  35,000  carlo ts  of  products. 

The  purchase  method  of  price  support  requires  management  of  the 
CCC  inventory  as  long  as  it  is  in  the  possession  of  CCC.  This  requires 
storage  contracts  with  the  operators  of  several  hundred  warehouses, 
periodic  reinspections  so  that  any  lots  beginning  to  show  decline  in 
quality  can  be  disposed  of  and  the  inventory  thereby  maintained  in 
satisfactory  condition  and,  in  many  instances,  arranging  for  trans¬ 
portation  of  the  products  into  storage  and  subsequently  to  buyers  or 
other  recipients.  Sales  and  donations  of  the  products  require  numer¬ 
ous  sales  contracts  as  well  as  contracts  for  repackaging  large  quantities 
of  the  products  to  facilitate  their  distribution  for  welfare  uses  in  the 
United  States  and  in  foreign  countries. 

The  purchase,  storage,  repackaging,  and  sale  or  donation  of  dairy 
products  requires  an  extensive  system  of  recordkeeping  by  carlots  of 
products  in  order  to  maintain  adequate  control  over  the  operations. 
The  operations  require  numerous  contract  adjustments  and  claims. 

LOANS  ON  DAIRY  PRODUCTS 


Description  oj  method 

The  prices  to  producers  of  milk  and  butterfat  could  be  supported 
by  loans  to  manufacturers  and  storers  of  dairy  products  at  loan  rates 
corresponding  to  market  prices  of  the  products  that  would  reflect 
the  price-support  level  to  producers  for  manufacturing  milk  and  butter- 
fat.  Borrowers  would  pledge  stored  dairy  products  as  collateral  for 
the  loans.  It  would  be  necessary  to  require  the  borrowers  to  pay  the 
storage  costs,  and  probably  interest  on  loans  paid  off,  in  order  to  dis¬ 
courage  storers  from  placing  the  products  under  loans  merely  to  trans¬ 
fer  storage  costs  to  the  Government.  The  borrowers  could  pay  off  the 
loans  and  redeem  possession  of  the  products  whenever  the  markets 
could  absorb  the  supplies  placed  under  loans.  Thus  the  borrowers 
would  be  assured  that  they  could  get  back  their  own  products  if  they 
could  market  them  most  advantageously.  The  loans  would  be  nonre¬ 
course  and  could  be  settled  at  maturity  by  surrendering  to  CCC  the 
products  pledged  as  collateral. 

It  would  be  advisable  for  the  loans  to  be  payable  at  any  time  upon 
demand  by  CCC  so  that  CCC  could  obtain  title  to  at  least  part  of 
the  supplies  under  loans  if  it  appeared  probable  that  the  markets 
would  be  unable  to  absorb  them  and  it  would  be  advisable  to  use  the 
supplies  in  school  lunch,  welfare,  and  other  outlets.  Otherwise,  if 
CCC  could  not  obtain  title  to  the  products  until  the  loans  matured 
at  the  end  of  the  marketing  year,  the  utilization  of  supplies  removed 
from  the  market  might  be  delayed  and  therefore  might  not  be 
maximized. 

A  loan  program  might  provide  that  the  borrowers  assume  responsi¬ 
bility  for  quality  of  the  products  while  under  loans.  The  loan  rates 
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would  have  to  cover  the  normal  quality  risk  during  storage  in  order 
that  the  rates  would  fully  reflect  the  intended  support  level  to  pro¬ 
ducers.  The  dairy  products  quality  risk  is  not  a  serious  factor  within 
the  normal  storage  season  during  which  the  products  would  be  under 
loans.  A  loan  program  would  not  solve  the  more  serious  problem  of 
quality  risk  during  storage  beyond  one  season. 

Legislative  authority 

The  Agricultural  Act  of  1949  authorizes  loans  on  dairy  products  as 
a  method  of  supporting  prices  to  producers  for  milk  and  butterfat. 

Previous  experience 

The  only  experience  that  the  Department  has  had  in  loans  to  man¬ 
ufacturers  and  handlers  of  dairy  products  has  been  the  limited  program 
of  nomecourse  loans  to  manufacturers  of  whey  products  and  dried 
buttermilk  of  animal  feed  quality  in  1954.  The  purpose  of  this  pro¬ 
gram  was  to  offset  possible  loss  of  animal  feed  market  for  commercial 
supplies  of  whey  products  and  dried  buttermilk  that  might  result 
from  CCC  sales  of  nonfat  dry  milk  solids  for  use  in  poultry  and  animal 
mixed  feed. 

Effects  on  prices  and  consumption 

Since  both  the  loan  and  purchase  methods  would  maintain  market 
prices  at  the  same  level,  they  would  be  about  equally  effective  in 
carrying  out  a  desired  support  level  of  prices  to  farmers  for  milk  and 
butterfat.  Also,  they  would  have  about  the  same  effects  on  total 
consumption  of  milk  and  its  products  in  commercial  market  outlets. 

Administrative  problems 

The  loan  method  would  require  about  the  same  administrative 
machinery  as  purchases.  It  would  encounter  the  same  problems  of 
utilization  of  supplies  acquired  by  CCC.  Under  a  loan  program, 
however,  it  would  be  more  difficult  to  plan  dispositions  of  the  products 
in  school  lunch,  welfare,  and  other  outlets  until  CCC  acquired  supplies 
either  by  calling  loans  or  by  maturity  of  the  loans.  The  loan  method 
would  involve  problems  of  determining  which  or  whose  loans  would 
be  called  if  part  of  the  supplies  under  loans  were  to  be  acquired  for 
use  in  available  outlets. 

DIRECT  PAYMENTS  TO  PRODUCERS 

Description  of  method 

Unit  returns  to  farmers  for  milk  and  butterfat  could  be  supported 
by  direct  payments  to  them  on  their  sales  of  such  products.  The 
market  prices  of  all  milk  and  its  products,  as  well  as  the  prices  paid 
to  farmers  by  processors  and  handlers  for  milk  and  butterfat  would 
be  determined  mainly  by  supply  and  demand  influences  at  the  levels 
at  which  consumers  would  buy  and  consume  the  available  supplies. 
Federal  orders  would  continue  to  operate  in  the  fluid  milk  markets 
and  milk  prices  in  those  markets  would  be  adjusted  through  func¬ 
tioning  of  the  formulas,  other  provisions  or  amendments  of  the 
orders.  It  might  be  necessary  to  condition  payments  to  producers 
supplying  milk  to  some  markets  under  Federal  orders  and  State 
regulations  upon  amendments  of  the  orders  or  regulations.  CCC 
would  make  payments  directly  to  farmers  based  on  the  difference 
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between  the  announced  support  prices  and  the  average  or  prevailing 
prices  received  by  farmers  for  milk  and  butterfat. 

An  operating  problem  of  a  direct-payment  program  would  be  the 
determination  of  the  appropriate  rates  of  payment.  It  would  be 
advisable  to  make  a  uniform  rate  of  payment  to  producers  of  butterfat 
in  farm-separated  cream  since  nearly  all  of  it  is  used  in  making  butter. 
The  rate  could  be  based  on  the  difference  between  the  announced 
support  price  for  butterfat  and  the  United  States  average  price 
received  by  producers  as  published  by  the  United  States  Department 
of  Agriculture  at  the  end  of  each  month.  It  probably  would  be 
advisable  also  to  make  a  uniform  rate  of  payment  on  all  milk  sold 
by  farmers  in  view  of  the  difficulties  of  determining  which  milk  or 
what  proportion  of  the  milk  sold  by  individual  farmers  would  be 
used  for  each  purpose. 

One  basis  for  determining  the  payment  rate  for  all  milk  could  be 
the  difference  between  the  support  price  for  manufacturing  milk  and 
the  United  States  average  price  received  by  producers  for  such  milk 
on  the  assumption  that  prices  of  milk  sold  for  consumption  as  fluid 
milk  would  adjust  to  levels  related  to  the  prevailing  level  of  prices 
of  manufacturing  milk.  Other  bases  of  determining  or  adjusting  the 
payment  rates  for  milk,  in  accordance  with  developments  in  prices 
to  producers  in  different  areas  and  experience  in  the  program  might 
be  found  to  be  more  satisfactory.  In  any  event  it  would  not  be 
practicable  to  vary  the  payment  rate  among  individual  producers. 
Differences  in  returns  to  producers  for  milk  and  butterfat  associated 
with  differences  in  location,  quality,  use,  competition,  and  volumes 
and  efficiencies  of  plant  operations  would  continue  to  be  governed 
by  those  market  factors. 

It  might  be  advisable  to  supplement  the  payment  program  with  a 
limited  purchase  program  to  prevent  unduly  wide  price  fluctuations 
and  to  facilitate  the  administration  of  the  payment  program.  CCC 
could  offer  to  buy  dairy  products  at  prices  estimated  to  approximate 
the  level  at  which  the  prospective  supplies  of  milk  and  its  products 
could  be  marketed  through  commercial  outlets.  Such  purchases  could 
be  limited  to  quantities  that  could  be  used  currently  in  school  lunch, 
welfare,  and  similar  outlets. 

The  direct  payments  to  farmers  could  be  made  on  the  quantities  of 
milk  and  butterfat  sold  by  farmers  to  processing  plants  and  milk 
dealers  and  also  on  the  quantities  sold  by  farmers  at  retail.  It  would 
be  advisable  to  make  the  payments  on  a  bimonthly  or  quarterly  basis 
so  that  the  program  would  be  effective  in  supporting  returns  to  farmers 
currently.  The  rates  of  payment  could  be  determined  and  announced 
as  soon  as  the  necessary  informiation  on  prices  received  by  farmers 
became  available.  It  would  be  important  that  the  operating  details 
be  subject  to  administrative  determination  so  that  they  could  be  best 
adapted  and  adjusted  to  developments  in  production  and  marketing 
conditions  and  on  the  basis  of  experience  gained  in  program  operations. 

Legislative  authority 

Present  legislation  does  not  authorize  the  use  of  direct  payments  to 
producers  as  a  method  of  supporting  their  returns  from  sales  of  milk 
and  butterfat. 


50  CONTROLLING  MILK  PRODUCTION  AND  SUPPORTING  PRICES 

Previous  experience 

From  October  1943  through  June  1946  Commodity  Credit  Corpora¬ 
tion  made  direct  payments  to  farmers  on  milk  and  butterfat  produced 
and  sold  by  them.  The  purpose  of  these  payments  was  to  increase 
the  returns  to  farmers  for  milk  and  butterfat  in  ordj^  to  encourage 
needed  production  without  increasing  price  ceilings  on  milk  and  its 
products.  The  payment  rates  were  adjusted  from  time  to  tim-e  on  the 
basis  of  changes  in  feed  prices  and  other  dairy  production  conditions. 
The  payments  were  made  on  the  quantities  of  milk,  butterfat,  and 
butter  produced  and  sold  by  farmers.  Applications  for  payment 
generally  covered  sales  during  2-  or  3-month  periods.  The  payments 
were  made  thi’ough  county  committees,  now  known  as  agricultural 
stabilization  and  conservation  committees,  who  received  and  checked 
the  applications  and  supporting  evidence  of  sales. 

Participation  in  the  payment  program  increased  during  the  life  of 
the  program.  In  1945  payments  were  made  on  about  93  percent  of  the 
whole  milk  and  84  percent  of  the  butterfat  in  farm-separated  cream 
sold  by  farmers  in  the  United  States.  Payments  were  made  to  about 
2  million  farmers. 

Effect  of  direct  payments  on  prices  and  consumption 

Returns  to  producers  for  milk  and  butterfat  could  be  supported  at 
any  desired  level  by  use  of  direct  payments  to  producers,  by  making 
the  payments  equal  to  the  differences  between  the  announced  support 
level  and  prevailing  prices  received  by  producers,  since  the  problem  of 
accumulating  and  utilizing  stocks  of  dairy  products  would  not  be  a 
limiting  factor  as  in  the  case  of  the  purchase  method  of  support. 
Payments  on  milk  and  butterfat  sold  by  farmers  would  be  a  relatively 
effective  method  of  accomplishing  a  desired  support  level,  because  the 
payments  would  be  made  directly  to  farmers  selling  milk  and 
butterfat. 

The  direct-payment  method  of  price  support  would  permit  prices  to 
consumers  to  adjust  to  those  levels  at  which  they  would  buy  and  con¬ 
sume  the  total  available  supply.  The  direct  payments,  if  applied  to  all 
milk  and  butterfat,  would  not  rely  for  its  price  support  effects  upon  the 
diversion  of  all  surplus  milk  to  the  production  of  the  products  to  be 
removed  from  the  markets  under  a  purchase  plan.  The  use  of  this 
method  would  permit  adjustments  in  market  prices  of  milk  and  its 
products  in  general,  which  would  encourage  the  consumption  of  milk 
and  its  products  in  all  forms. 

Under  a  program  carried  out  by  payments,  domestic  prices  would  be 
less  attractive  to  imports  than  they  would,  for  the  same  level  of  sup¬ 
port,  under  the  purchase  method.  This  follows  because  domestic 
market  prices  under  a  payment  program  would  adjust  downward 
toward  foreign  market  prices  whenever  support  operations  were 
necessary. 

Administrative  problems 

The  direct  payment  method  would  require  a  much  greater  adminis¬ 
trative  organization  and  a  much  larger  group  that  would  have  to  be 
checked  for  compliance  than  either  purchases  or  payments  to  proces¬ 
sors  and  dealers.  There  has  been  some  decrease  in  number  of  dairy 
farmers  since  the  end  of  the  wartime  dairy  production  payment 
program.  It  is  estimated  that  direct  payments  to  farmers  now 
producing  milk  and  its  products  for  sale  would  require  the  receipt, 
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checking,  and  payment^of  about  1]4  million  applications  in  each 
bimonthly,  quarterly,  or  other  payment  period.  The  program  prob¬ 
ably  could  be  administered  most  satisfactorily  through  the  existing 
local  agricultural  stabilization  and  conservation  committees  which  are 
administering  loan  and  other  support  programs.  The  committees 
would  be  in  the  best  position  to  determine  the  accuracy  of  the  local 
farmers’  applications  for  payment  and  the  supporting  evidence  of 
their  sales  of  milk  and  butterfat. 

PAYMENTS  TO  PROCESSORS  AND  DEALERS 

Description  oj  method 

Another  method  of  supporting  prices  to  producers  for  milk  and 
butterfat  by  payments  would  be  to  make  payments  to  processors  and 
dealers  on  all  milk  and  butterfat  in  farm-separated  cream  purchased 
from  farmers  and  on  retail  sales  by  farmers.  Wholesale  and  retail 
prices  of  milk  and  its  products  would  be  determined  principally  by 
market  supply  and  demand  influences  at  levels  at  which  consumers 
would  buy  and  consume  the  total  available  supply. 

In  order  that  processors  and  dealers  could  pay  to  farmers  prices  for 
milk  and  butterfat  corresponding  to  the  announced  support  level, 
CCC  would  make  payments  to  the  processors  and  dealers  based  on  the 
differences  between  the  average  or  prevailing  market  prices  and  those 
prices  that  would  have  reflected  the  support  level  of  prices  to  produc¬ 
ers.  Federal  orders  would  continue  to  set  minimum  prices  to  pro¬ 
ducers  for  milk  subject  to  regulation  by  such  orders.  It  would  be 
necessary,  however,  to  amend  some  orders  so  that  their  pricing  formu¬ 
las,  that  relate  fluid  milk  prices  to  market  prices  of  dauy  products, 
would  take  into  account  the  CCC  payments  in  connection  with  such 
products.  In  those  markets  under  Federal  orders  or  State  regulations 
that  do  not  automatically  relate  fluid  milk  prices  to  market  prices  of 
manufactured  dairy  products,  it  might  be  necessary  to  condition  the 
CCC  payments  on  amendments  of  such  orders  or  regulations  to  provide 
for  appropriate  adjustments. 

A  program  of  payments  to  processors  and  dealers  would  contain 
problems  of  determining  and  announcing  rates  of  payment  in  a  manner 
that  would  accomplish  its  objective  and  yet  would  facilitate  the  pricing 
and  marketing  of  milk  and  its  product.  Accordingly,  it  would  be 
advisable  for  the  detailed  operations  to  be  subject  to  administrative 
determination  on  the  basis  of  market  developments  and  operating 
experience. 

One  possible  procedure  would  be  to  determine  and  announce  the 
payment  rate  at  the  end  of  the  month  when  the  price  data  became 
available.  In  this  case  many  processors  who  customarily  pay  farmers 
by  semimonthly  delivery  periods  would  be  confronted  with  the  ques¬ 
tion  of  what  price  to  pay  farmers  for  milk  or  for  butterfat  delivered 
in  the  first  half  of  the  month  without  knowing  what  payment  rates 
they  would  receive  from  the  Government.  They  could  operate  on  the 
basis  of  estimates  with  appropriate  adjustments  in  their  paying  prices 
for  the  last  half  of  the  month,  or  they  could  wait  and  distribute  all  of 
the  Government  payment  with  the  end  of  the  month  payment. 

An  alternative  procedure,  which  would  facilitate  the  orderly  pricing 
and  marketing  of  dairy  products,  would  be  to  determine  and  announce 
at  the  beginning  of  each  month  the  payment  rates  for  the  month  on 
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the  basis  of  the  difference  between  the  support  level  and  either  the 
market  prices  in  the  preceding  month  or  estimates  of  probable  market 
prices  in  the  month  to  which  the  payments  were  to  apply.  The  pay¬ 
ment  rates  could  be  adjusted  from  time  to  time  in  accordance  with 
developments  in  market  prices  as  necessary  to  carry  out  the  announced 
support  program.  The  advance  announcement  of  payment  rates, 
which  would  remove  uncertainties  regarding  the  size  of  payments, 
would  tend  to  maximize  the  effectiveness  of  the  support  program. 

The  operation  of  a  program  of  payments  to  processors  and  dealers 
and  the  orderly  pricing  and  marketing  of  dairy  products  under  the 
program  would  be  aided  if  unduly  wide  month-to-month  fluctuations 
in  market  prices  were  discouraged  by  a  supplementary  limited  purchase 
program.  As  in  the  case  of  direct  payments  to  producers,  CCC  would 
buy  the  products  at  prices  estimated  to  approximate  the  level  of 
market  prices  at  which  the  prospective  supplies  would  move  through 
regular  trade  outlets,  and  the  purchases  could  be  limited  to  the 
quantities  that  could  be  used  in  school  lunch  and  other  programs, 
without  piling  up  large  inventories. 

A  somewhat  similar  payment  method  could  be  used  under  which 
the  payments  would  be  confined  to  processors  on  the  quantities  of 
milk  and  butterfat  used  in  manufacturing  certain  dairy  products,  or 
on  the  quantities  of  such  dairy  products  that  they  produced.  Market 
prices  of  those  dairy  products  would  decline  to  the  level  at  which  the 
total  supplies  could  be  sold  through  the  retail  and  other  trade  outlets. 
The  payment  rates  would  be  based  on  the  differences  between  the 
average  or  prevailing  market  prices  and  those  prices  that  would 
reflect  the  national  average  support  prices  to  producers  for  manu¬ 
facturing  milk  and  butterfat.  Market  prices  of  fluid  milk  and  other 
dairy  products  not  included  in  the  payment  program  would  remain 
at  levels  corresponding  to  the  support  prices  to  producers. 

Another  modification  of  the  payment  method  would  be  the  purchase- 
and-sale-at-a-loss  or  ^Vash  sale”  plan.  For  example,  CCC  might 
offer  to  buy  from  a  processor  all  of  the  butter  he  produced  at  one  price, 
and  simultaneously  sell  it  back  to  him  at  a  lower  price.  Settlement 
actually  would  be  made  by  paying  the  processor  the  difference  between 
such  prices,  without  taking  delivery  of  the  butter.  Such  a  plan  would 
have  no  advantage  over  sunply  making  payments  on  production  and 
would  only  make  the  program  more  complicated. 

Legislative  authority 

Additional  legislation  would  be  necessary  to  authorize  payments  to 
processors  and  dealers  as  a  method  of  supporting  prices  to  producers 
for  milk  and  butterfat. 

Previous  experience 

The  Commodity  Credit  Corporation  had  experience  in  operating 
two  programs  involving  payments  to  processors  and  handlers  of  milk 
and  its  products  during  and  immediately  following  World  War  II. 
The  payments  were  used  to  increase  returns  to  farmers  for  milk  and 
butterfat  to  encourage  needed  production  without  increasing  price 
ceilings  on  milk  and  its  products.  One  of  these  operations  was  the 
cheese  subsidy  program.  CCC  offered  to  purchase  from  manufac¬ 
turers  all  of  the  Cheddar  cheese  produced  by  them  at  a  specified 
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price,  simultaneously  sell  it  back  to  them  at  a  lower  price,  and  pay  to 
them  the  difference  between  the  purchase  and  sale  price. ^ 

CCC  also  made  payments  to  fluid-milk  dealers  in  several  markets 
during  and  immediately  after  World  War  II.  CCC  offered  to  buy 
milk  from  the  dealers  at  certain  prices,  simultaneously  sell  it  back 
to  them  at  lower  prices,  and  pay  to  them  the  differences.  The  pay¬ 
ments  were  made  through  the  Federal  milk  market  administrators. 

E^ect  on  'prices  and  consumption 

As  in  the  case  of  direct  payments  to  producers,  the  prices  to  pro¬ 
ducers  for  milk  and  butterfat  also  could  be  supported  at  any  desired 
level  by  payments  to  processors  and  dealers,  by  making  the  payments 
equivalent  to  the  differences  between  the  announced  support  prices 
to  producers  and  the  market  price  level.  Such  payments  would  be 
an  effective  method  of  supporting  the  general  level  of  unit  returns  to 
producers.  The  prices  to  producers,  excluding  the  Government 
payments,  would  be  determined  by  the  usual  market  supply  and 
demand  influences  and  by  the  widespread  practice  of  basing  producer 
prices  on  the  market  prices  of  dairy  products.  Government  payments, 
whether  direct  to  producers  or  through  processors  and  dealers,  would 
not  result  in  the  same  unit  returns  to  all  producers.  Returns  to 
individual  producers  would  continue  to  differ  considerably  as  a  result 
of  such  factors  as  location,  use,  quality,  competition,  volumes,  and 
efficiencies  of  plant  operations. 

Prices  to  consumers  for  milk  and  butterfat  would  be  substantially 
the  same  in  a  program  of  payments  to  processors  and  dealers  on  all 
milk  and  butterfat  as  in  a  program  of  direct  payments  to  producers. 
In  both  cases  the  consumer  prices  would  adjust  to  the  level  at  which 
the  total  supply  would  be  purchased  and  consumed,  except  for  such 
limited  quantities  as  might  be  purchased  under  a  supplementary  CCC 
purchase  program  for  school  lunch  and  welfare  uses.  Consumption 
of  fluid  milk  and  dairy  products  in  commercial  market  channels  would 
be  greater  than  under  a  purchase  program. 

A  program  in  which  the  payments  would  be  confined  to  certain 
manufactured  dairy  products  would  have  a  considerably  different 
effect  on  consumption.  Since  the  prices  to  consumers  for  fluid  milk 
and  products  not  subject  to  payments  would  be  at  levels  corresponding 
to  the  support  level,  their  consumption  would  be  the  same  as  under  the 
purchase  method  of  support.  Payments  limited  to  a  few  products 
would  rely  for  price  support  effects  upon  the  diversion  to  the  produc¬ 
tion  of  those  products  of  the  supplies  of  milk  and  butterfat  in  excess 
of  the  volumes  that  could  be  marketed  in  other  forms  at  prices  cor¬ 
responding  to  the  support  price  level.  Because  of  the  increased  sup¬ 
plies  of  these  products,  it  might  be  necessary  for  their  market  prices 
to  decline  drastically  in  order  to  bring  about  sharply  increased  con¬ 
sumption  of  the  products.  Relatively  large  payment  rates  might  be 
necessary. 

A  program  in  which  the  payments  to  processors  would  be  confined 
to  a  few  products  such  as  butter,  nonfat  dry  milk  solids,  and  cheese, 
might  result  in  some  undesirable  changes  in  marketing  pracicest. 
For  example,  it  might  result  in  wide  swings  in  market  prices  and  sup¬ 
plies  of  those  products  as  moderate  changes  in  total  milk  production 


2  The  Defense  Supplies  Corporation  of  the  Reconstruction  Finance  Corporation  conducted  a  similar 
program  under  which  it  made  payments  to  creameries  on  butter  produced  by  them  equal  to  the  amount 
by  which  the  price  ceiling  on  butter  was  reduced. 
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or  in  consumer  demand  for  milk  and  its  products  brought  about  large 
changes  in  the  production  of  the  few  products.  Also,  substantial 
quantities  of  cream  and  condensed  milk  are  used  in  making  ice  cream 
and  many  other  dairy  products  and  prepared  foods.  Sharply  reduced 
prices  of  butter  would  tend  to  cause  butter  to  be  used  in  place  of 
butterfat  in  cream,  with  the  result  that  the  cream  otherwise  used  for 
such  purposes  would  be  diverted  into  butter  production. 

Effect  on  imports 

Pa3nnents  to  processors  and  dealers,  like  direct  payments  to  farmers, 
would  permit  downward  adjustments  in  domestic  market  prices.  A 
support  program  carried  out  by  payments  to  processors  and  dealers, 
therefore,  would  not  attract  imports  of  dairy  products  as  much  as 
would  the  same  level  of  support  achieved  by  the  purchase  method. 

Administrative  problems 

The  administrative  organization  necessary  to  conduct  a  program  of 
payments  to  processors  and  dealers  would  depend  somewhat  upon  the 
scope  of  the  plan.  The  operation  of  the  program  would  include  the 
receipt,  checking,  and  payment  of  monthly  or  other  periodic  applica¬ 
tions  from  processors  and  dealers.  There  are  about  4,000  manufac¬ 
turers  of  dairy  products.  It  is  estimated  that  there  are  some  15,000 
milk  distributors  and  a  larger  number  of  producer-distributors  and 
peddlers  of  milk.  The  pa3mient  program  could  be  conducted  through 
one  or  more  of  the  regional  offices  of  the  Commodity  Stabilization 
Service.  If  the  payments  were  made  on  fluid  milk,  the  program 
could  be  administered  in  cooperation  with  the  milk  market  adminis¬ 
trators. 

A  program  that  included  payments  on  fluid  milk  might  require 
amendment  of  most  of  the  Federal  orders  regulating  the  prices  of 
milk  in  some  53  markets  in  order  to  provide  that  the  equivalent  of 
the  CCC  payments  would  be  taken  into  account  in  the  formulas 
that  relate  milk  prices  to  market  prices  of  dairy  products.  Any 
necessary  amendment,  however,  probably  could  be  handled  as  a  gen¬ 
eral  amendment  to  all  of  those  orders  requiring  amendments. 

RELATIVE  COSTS  OF  PURCHASE  AND  DIVERSION  PROGRAMS  AND  DIRECT 

PAYMENTS 

While  this  entire  study  is  concerned  mostly  with  methods  of  sup¬ 
port,  rather  than  level  of  prices,  it  also  seemed  desirable  to  consider 
the  influences  of  level  of  support  on  the  comparison  of  costs  for  the 
two  general  methods.  In  determining  the  cost  of  the  two  major 
alternatives  for  supporting  unit  returns  to  farmers  for  dairy  products, 
it  was  assumed  that  general  economic  activity,  population  and  em¬ 
ployment  would  approximate  that  of  the  average  in  1953  and  1954. 

Application  of  the  two  different  levels  as  well  as  methods  was 
assumed  to  apply  only  to  the  next  several  years.  Accordingly,  it 
was  estimated  that  milk  production  after  some  time  had  been  allowed 
for  adjustment  to  the  new  level,  would  be  125  billion  pounds  at  90 
percent  of  parity,  122  billion  pounds  at  75  percent  of  parity,  and 
120  billion  pounds  under  conditions  of  no  price  support  program  on 
manufacturing  milk  and  butterfat.  It  is  likely  that,  given  a  longer 
period  to  adjust  to  the  different  levels  of  prices,  there  would  be  a 
greater  difference  in  production  levels  among  the  different  price  levels. 
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It  is  to  be  emphasized  in  any  case,  however,  that  the  necessary 
statistical  basis  does  not  exist  for  precise  distinctions  as  to  effects 
of  different  alternative  price  levels.  The  figures  presented  above  are, 
at  best,  rough  approximations.  However,  the  comparison  of  types 
of  price-support  methods  is  not  altered  by  this  consideration — such  a 
comparison  can  be  made  at  any  price  level.  Of  course,  in  appraising 
methods  of  support,  assumptions  as  to  consumer  response  become 
very  important.  Data  are  only  slightly  more  readily  available  on 
this  subject  than  on  producers  response. 

Support  at  75  percent  of  parity 

At  75  percent  of  parity  it  was  assumed  that  supplies  would  exceed 
demand  at  comparable  retail  prices  by  the  equivalent  of  about  3.7 
billion  pounds  of  milk.  It  is  probable  that  purchases  of  the  different 
products — butter,  cheese,  and  nonfat  dry  milk — to  achieve  this  objec¬ 
tive,  would  be  in  about  the  same  propoitions  as  recently.  In  this 
case  the  cost  of  product  would  be  in  the  neighborhood  of  $150  million. 
If  the  same  level  of  support  were  achieved  by  direct  payments  (direct 
to  farmers  or  through  dealers  and  processors),  milk  production  prob¬ 
ably  would  be  essentially  the  same. 

To  induce  consumers  to  take  the  quantity  (over  increase  in  exports) 
would  require  “free’^  market  prices  to  drop  by  35  cents  per  100  pounds 
for  manufacturing  milk  and  7.5  cents  per  pound  for  butterfat.  These 
are  reductions  of  12  percent.  These  payments  on  prospective  market¬ 
ings  would  aggregate  around  $350  million.  Under  the  purchase-and- 
diversion  method  the  cost  to  consumers  would  be  8,300  million  for 
product  and  $150  millions  in  purchases,  $8,450  millions  in  total.  With 
direct  payments,  consumers  would  spend  $8,200  million  for  product 
and,  with  the  350  millions  in  direct  payments,  the  total  bill  would  be 
$8,550  million,  cost  of  reaching  stability. 

In  other  words,  consumers’  total  cost  would  be  $100  million  greater 
under  direct  payments  than  with  purchase  and  diversion  but  con¬ 
sumption  would  be  greater  by  the  equivalent  of  3.2  billion  pounds 
(and  exports  would  be  up  by  0.5  billion  pounds).  Under  the  purchase- 
and-diversion  method  it  is  possible  for  the  cost  of  operation  to  be  re¬ 
duced  by  sale  of  product  bought.  Moreover,  such  sales  or  gifts  to 
civilians  would  tend  to  increase  consumption. 

Support  at  90  percent  of  parity 

With  unit  returns  to  farmers  at  90  percent  of  parity,  it  was  assumed 
that  milk  supplies  would  exceed  demand  at  comparable  retail  prices 
by  the  equivalent  of  around  11.5  billion  pounds.  To  remove  this 
quantity  from  the  market  in  usual  proportion  of  butter,  powder,  and 
cheese,  would  cost  an  estimated  $500  million  for  the  products  (storage 
and  carrying  costs  would  be  an  additional  cost  item).  To  induce  con¬ 
sumers  to  take  an  additional  10  billion  pounds  of  milk  (exports  and 
shipments  probably  would  increase  1.5  billion  pounds),  it  probably 
would  require  price  reductions  equivalent  to  about  $1.20  per  100  pounds 
on  manufacturing  milk  and  22.5  cents  per  pound  of  butterfat.  These 
represent  reductions  of  34  percent.  The  aggregate  payments  would  be 
$1,225  million.  The  total  cost  to  consumers  under  the  purchase-and- 
diversion  method  would  be  $9,025  million  (8,500  for  products  bought 
and  the  525  million  for  price  support,  from  Treasury).  Under  direct 
payments  the  total  consumer  outlay  would  be  $9,325  million  ($8,100 
million  in  the  market  place  and  payments  of  $1,225  million).  Under 
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direct  payments,  however,  consumption  would  be  10  billion  pounds 
greater  than  under  the  other  type  of  operation. 

Here  again,  of  course,  it  is  possible  for  the  net  cost  to  Government 
to  be  reduced  in  the  case  of  purchase  and  diversion  by  sale  of  product 
bought.  It  is  to  be  noted,  however,  that  as  this  volume  increases  the 
likelihood  of  substantial  recovery  is  reduced.  Such  sales  or  donations 
to  people  in  civilian  status  would  tend  to  increase  consumption  over 
that  stated  above  for  the  purchase  method. 

Price  maintenance  compared  to  no  program 

In  most  years  since  World  War  II,  some  dairy  products  have  been 
sold  to  the  CCC  under  the  price-support  program.  It  is  not  possible, 
therefore,  to  describe  exactly  the  conditions  that  would  prevail  if  the 
present  support  program  on  manufacturing  milk  and  butterfat  were 
not  now  in  effect.  By  making  some  assumptions,  however,  it  is  pos¬ 
sible  to  identify  some  of  the  major  aspects  of  a  ‘ffree”  market  situation 
if  the  present  program  on  manufacturing  milk  and  butterfat  were 
terminated. 

There  are  some  indications  that  milk  production  is  tending  to  level 
off  after  increasing  at  an  unprecedented  rate  for  2  years.  On  the 
other  hand,  total  demand  is  expanding  as  population  increases  and 
consumer  incomes  per  person  remain  high.  Under  these  conditions 
it  would  appear  that  if  present  Government  stocks  were  liquidated  in 
a  manner  not  to  compete  with  current  production  and  large  imports 
were  not  permitted,  prices  to  farmers  for  manufacturing  milk  and 
butterfat,  with  no  support  program  on  manufacturing  milk  and  butter¬ 
fat  over  the  next  2  or  3  years,  probably  would  average  moderately 
below  present  support  levels,  possibly  in  the  neighborhood  of  70  per¬ 
cent  of  parity.  The  price  for  all  milk,  including  fluid  milk,  might 
show  a  higher  percentage  of  parity.  Toward  the  end  of  3  years  some 
improvement  in  relative  prices  might  become  noticeable,  since  produc¬ 
tion  would  be  lower  than  under  a  higher  price  level.  Moreover,  in 
3  or  4  years,  some  increases  in  relative  prices  of  beef  cattle  are  likely, 
which  also  would  tend  to  have  a  deterring  effect  on  milk  production. 
A  number  of  the  major  differences  between  a  situation  of  no  supports 
and  1  of  the  2  alternative  levels  are  roughly  indicated  in  table  1  above, 
page  11. 

Some  of  the  effects  of  removal  of  supports  from  manufacturing  milk 
and  butterfat  would  include  a  decline  in  cash  receipts  from  the  sale  of 
dairy  products,  an  increase  in  consumption  over  that  now  prevailing, 
and  wider  seasonal  changes  in  prices  than  have  occurred  recently. 
Initially,  at  least,  there  might  be  relatively  greater  declines  in  prices 
for  manufacturing  milk  than  for  fluid  milk,  since  prices  of  the  latter 
are  stabilized  by  some  factors  not  closely  associated  with  the  support 
program  on  manufacturing  milk  and  butterfat.  Even  with  no  support 
program,  it  is  probable  that  domestic  prices  would  continue  above 
world  prices  so  there  would  be  no  significant  increase  in  exports.  On 
the  other  hand,  large  imports  would  occur  if  import  controls  were 
removed. 

A  sudden  reduction  in  milk  prices  actually  induces  some  farmers 
to  expand  their  milk  output,  for  a  short  period  at  least.  But  given 
time  for  the  various  adjustments  in  resource  uses  to  be  completed,  it 
is  probable  that  milk  production  under  conditions  of  no  support  would 
be  in  the  neighborhood  of  120  billion  pounds,  assuming  population  and 
economic  activity  at  the  1953-54  levels.  All  of  this  would  move  into 
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regular  commercial  outlets  where  consumption  would  be  greater  than 
under  direct  purchase  method  at  either  level  of  support  but  less  than 
under  a  system  of  direct  payments.  Cash  receipts  from  the  sale  of 
dairy  products  would  be  around  $3.7  billion  compared  to  $3.9  billion 
if  returns  were  supported  under  either  method  at  75  percent  of  parity 
and  $4.6  billion  if  supported  at  90  percent  of  parity. 

PAYMENTS  ON  INCREASED  USES  OF  DAIRY  PRODUCTS 

Description  of  method 

Payments  might  be  used  to  encourage  certain  uses  of  milk  and  its 
products  as  one  means  of  supporting  prices  to  producers  for  milk  or 
butterfat.  For  example,  the  Government  could  pay  either  part  or  all 
of  the  cost  of  dairy  products  used  in  bakery  products  in  excess  of  an 
average  rate  or  the  rate  used  in  some  base  period.  Another  example 
would  be  to  make  payments  on  skim  milk  processed  into  casein. 

Section  32  funds  might  be  used  for  some  programs  of  this  type 
subject  to  the  availability  of  such  funds  and  the  restriction  in  section 
411  of  the  Agricultural  Act  of  1949,  as  amended,  which  specifies  that 
section  32  funds  shall  be  devoted  principally  to  perishable  nonbasic 
agricultural  commodities  other  than  those  designated  in  title  II  of 
the  act  which  include  milk  and  its  products.  Additional  legislation 
would  be  necessary  to  authorize  the  use  of  CCC  funds  for  such  pay¬ 
ments. 

The  Government  has  had  no  previous  experience  in  making  pay¬ 
ments  on  restricted  uses  of  milk  or  its  products,  although  it  has  made 
payments  on  diversion  of  some  other  agricultural  commodities  to 
byproduct  uses. 

Effect  on  prices  and  consumption 

CCC  payments  on  specified  uses  of  mi'k  or  its  products  would  tend 
to  have  the  effect  of  increasing  the  total  market  demand  for  such  milk 
or  its  products  and  of  strengthening  market  prices  of  them. 

The  amount  of  increase  in  use  of  dairy  products  in  prepared  foods 
that  could  be  brought  about  is  uncertain.  Although  complete  infor¬ 
mation  is  not  available,  it  is  known  that  substantial  quantities  of 
nonfat  dry  milk  solids,  dry  whole  milk,  condensed  milk,  butterfat,  and 
other  dairy  products  are  used  annually  in  bakery  products,  meat  prod¬ 
ucts,  prepared  dry  mixes,  confectionery,  and  other  prepared  foods. 
The  total  quantity,  however,  appears  to  be  a  small  percentage  of  the 
total  milk  supply.  Accordingly,  payments  on  such  uses  alone  would 
not  be  adequate  when  substantial  operations  would  be  necessary  to 
support  a  desired  level  of  prices  to  producers  for  milk  and  butterfat. 

Casein  and  other  industrial  uses  represent  a  low-value  outlet  for 
milk  solids  in  competition  with  large  imported  supplies  of  low-priced 
casein  and  with  other  low-priced  industrial  products.  Relatively 
small  quantities  of  milk  solids  have  been  used  for  such  purposes  in 
recent  years.  The  value  of  skim  milk  in  industrial  uses  under  present 
conditions  is  much  lower  than  its  value  for  food  products  under  the 
present  support  program.  Since  industrial  uses  do  not  offer  a  pros¬ 
pective  favorable  market  for  dairy  products  in  the  future,  payments 
to  enable  such  uses  would  not  have  a  lasting  beneficial  effect  on  the 
market  for  dairy  products. 
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Administrative  problems 

Payments  on  all  or  part  of  the  increased  use  of  dairy  products  in 
bakery  products  would  encounter  some  of  the  difficult  problems  that 
also  would  be  involved  in  sales  of  CCC  stocks  at  reduced  prices  for 
such  purposes.  They  would  include  the  problem  of  defining  and  de¬ 
termining  increased  use  in  the  face  of  the  differences  in  amounts  of 
dairy  products  now  being  used  by  different  companies,  the  many 
thousands  of  small  operators,  and  the  problem  of  providing  opportuni¬ 
ties  for  those  to  participate  whose  applications  for  payments  would 
have  to  be  received,  checked,  and  paid. 

BARGAIN  SALE  PLAN 

Consideration  has  been  given  to  a  possible  plan,  other  than  a  pay¬ 
ment  program  that  would  in  effect  reduce  the  average  price  of  butter 
or  cheese  to  consumers  in  order  to  increase  consumption  in  regular 
trade  outlets  and  reduce  CCC  inventories  of  the  products.  CCC 
would  continue  to  support  prices  to  farmers  for  milk  and  butterfat  by 
continuing  to  purchase  all  butter,  Cheddar  cheese,  and  nonfat  dry 
milk  solids  offered  at  prices  corresponding  to  the  support  level. 

CCC  would  offer  to  sell  butter,  for  example,  at  a  low  price  to  dis¬ 
tributors.  Such  sales  would  be  limited  to  quotas  equal  to  some  per¬ 
centage  of  the  quantity  of  butter  printed  in  a  recent  base  period  for 
sale  to  commercial- trade  outlets.  The  distributors  would  sell  print 
butter  to  the  commercial-trade  outlets  on  the  basis  of  an  average  or 
blend  price  that  they  would  compute  on  the  basis  of  the  cost  of  butter 
that  they  purchased  at  the  low  price  from  CCC  and  the  cost  of  butter 
that  they  acquired  from  current  production  at  prices  corresponding 
to  the  current  level  of  support  to  farmers  for  milk  or  butterfat.  The 
retail  price  to  consumers  would  be  decreased  correspondingly.  As  an 
alternative,  the  distributors  might  sell  butter  to  the  trade  outlets  for 
resale  to  consumers  on  the  basis  of  a  low  price  for  an  additional 
pound  (or  half  or  quarter  pound)  with  each  sale  of  a  pound  of  butter 
at  the  regular  price  which  would  correspond  to  the  current  support 
level.  The  latter  would  require  appropriate  labeling. 

It  appears  that  such  a  program  could  be  carried  out  under  present 
legislative  authority. 

CCC  has  had  no  previous  experience  with  this  type  of  plan. 

Effect  on  prices  and  consumption 

Since  prices  to  producers  for  milk  and  butterfat  would  continue  to 
be  carried  out  by  CCC  purchases  of  dairy  products  at  prices  that 
would  reflect  the  support  level,  the  plan,  if  successful,  would  not  affect 
current  prices  to  producers  or  prices  received  by  processors  who  sold 
bulk  butter  to  distributors. 

In  the  case  of  sales  on  an  average  or  blend-price  basis,  the  decrease 
in  distributors’  and  retailers’  selling  prices  for  print  butter,  and  the 
resulting  increase  in  consumption,  would  depend  largely  upon  the 
quantity  of  butter  sold  by  CCC  to  distributors  under  the  plan,  the 
price  at  which  it  sold  such  butter,  and  the  consumers’  response  to  the 
reduction  in  price  to  them.  It  would  be  necessary  for  CCC  to  sell  a 
large  quantity  at  a  very  low  price  to  enable  distributors  to  reduce  their 
seUingtprice  for  all  butter  enough  to  bring  about  a  substantial  increase 
inlconsumer  purchases  and  consumption. 
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It  is  estimated  that  total  consumption  under  the  plan  would  not 
increase  by  a  quantity  equal  to  the  CCC  sales  to  distributors  and  that 
the  CCC  butter  distributed  to  retail  outlets  would  partly  replace 
butter  that  otherwise  would  be  sold  from  current  production.  As  a 
result,  it  would  be  necessary  for  CCC  to  buy,  in  addition  to  the  quanti¬ 
ties  that  it  otherwise  would  buy  in  carrying  out  the  support  program, 
a  quantity  equal  to  this  replacement  of  current  supplies  in  retail 
outlets. 

It  appears  that  domestic  consumption  of  creamery  butter  in  the 
commercial  market  (not  including  military,  school  lunch  and  welfare 
uses)  in  recent  months  has  approximated  90  million  pounds  per  month. 
Market  prices  of  bulk  butter  during  most  of  this  marketing  year  have 
been  at  about  the  CCC  buying  price  of  57.5  cents  per  pound  "for  Grade 
A  butter  at  Chicago.  The  United  States  average  retail  price  of  butter 
has  been  about  69.3  cents  per  pound,  or  11.8  cents  above  the  bulk 
price. 

The  cost  to  distributors  of  90  million  pounds  of  bulk  butter  from 
current  production  at  57.5  cents  per  pound  would  be  $51,750,000. 
If  CCC  sold  50  million  pounds  of  its  butter  to  distributors  at  1  cent 
per  pound,  for  example,  the  cost  of  such  butter  to  them  would  be 
$500,000.  The  total  cost  to  distributors  of  the  140  million  pounds 
would  be  $52,250,000,  or  an  average  of  about  37.3  cents  per  pound. 
Assuming  no  change  in  their  markups,  the  sale  of  butter  to  retailers 
on  the  basis  of  such  a  cost  would  enable  them  to  reduce  their  prices  to 
consumers  to  about  49  cents  per  pound  or  29  percent  from  the  recent 
level.  Even  if  such  a  decrease  in  price  resulted  in  a  full  29 -percent 
increase  in  consumption,  which  is  highl}^  improbable,  the  total  con¬ 
sumption  m  commercial  trade  outlets  would  increase  by  only  26 
million  pounds  to  116  million  pounds. 

In  this  case,  24  million  pounds  of  the  butter  sold  by  CCC  to  dis¬ 
tributors  would  replace  an  equal  quantity  from  commercial  supplies 
that  otherwise  would  have  been  consumed.  It  would  be  necessary  for 
CCC  to  buy  24  million  pounds  of  currently  produced  butter  at  its 
announced  purchase  price  in  order  to  main  tarn  the  market  price  of 
bulk  butter  at  a  level  that  would  reflect  the  support  level  to  farmers 
for  milk  and  butterfat.  The  cost  to  CCC  of  buying  24  million  pounds 
at  57.5  cents  would  be  $13,800,000.  This  would  represent  the  addi¬ 
tional  cost  to  CCC  of  reducing  its  inventory  by  26  million  pounds,  or 
the  increase  in  consumption  under  the  plan.  The  small  amount 
received  b}^  CCC  from  its  sales  at  1  cent  per  pound  would  not  more 
than  cover  additional  handling  and  administrative  costs. 

It  is  probable  that  a  decrease  in  retail  price  of  butter  would  result 
in  a  smaller  percentage  increase  in  consumption,  that  more  than  half 
of  the  CCC  butter  would  displace  butter  from  commercial  supplies, 
that  it  would  be  necessary  for  CCC  in  effect  to  buy  back  from  current 
production  the  equivalent  of  more  than  half  of  the  quantity  it  sold, 
and  that  the  additional  cost  to  CCC  to  reduce  its  inventory  would  be 
correspondingly  greater. 

The  alternative  of  offering  butter  to  consumers  on  the  basis  of 
additional  butter  at  a  low  price  with  each  purchase  at  the  regular 
price  probably  would  have  a  similar  result. 

Adnimistraiioe  pro  bleu  is 

The  plan  would  involve  sevei'al  other  difticult  pioblems  for  both 
CCC  and  distributoi-s.  They  would  include  problems  of  establishing 
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quotas  for  all  distributors,  of  getting  the  quotas  of  CCC  butter  de¬ 
livered  to  them  promptly  so  that  they  would  be  on  an  equitable  basis 
competitively  and  of  coordinating  the  distribution  of  CGC  butter  and 
butter  from  current  production.  It  would  be  necessary  also  to  provide 
a  means  for  about  2,000  creameries,  which  print  and  sell  some  butter 
locally  but  could  use  relatively  small  quantities  of  CCC  butter,  to 
participate  in  the  program  so  that  they  could  compete  locally  with 
butter  distributed  by  larger  companies.  The  distributors  also  would 
be  confronted  with  the  problems  of  determining  their  selling  prices 
or  of  special  packaging  or  labeling. 

It  probably  would  not  be  feasible  to  condition  the  CCC  sales  of 
butter  to  distributors  under  the  plan  upon  the  adoption  of  any  par¬ 
ticular  price  basis  of  sale  of  print  butter  by  them,  because  butter  prices 
vary  somewhat  by  areas,  brands,  quality,  and  outlets  and  because  it 
would  not  be  possible  to  effectively  police  and  enforce  such  provisions 
throughout  the  Nation.  Accordingly,  it  would  be  necessary  to  rely 
upon  competition  to  reduce  prices  to  consumers  under  the  plan. 
Such  a  plan  would  require  extensive  publicity  to  explain  the  program 
to  consumers. 

Industry  financed  and  operated  programs 

Several  programs  have  been  proposed  under  which  the  dairy  indus¬ 
try  would  have  responsibility  for  financing  and  operations.  They  em¬ 
body  one  or  more  of  the  purchase,  quota,  or  payment  methods  that  are 
discussed  in  other  sections  of  this  report.  The  principal  self-help  fea¬ 
tures  of  these  proposals  are  the  levying  of  fees  on  farm  sales  of  milk  and 
butterfat  to  cover  part  or  all  of  the  cost  of  the  programs  and  the 
administration  of  the  program  by  an  industry  board. 

Assuming  similar  market  conditions  it  is  apparent  that  it  would 
be  necessary  to  purchase  and  remove  from  the  market  the  same  quanti¬ 
ties  of  dairy  products  to,  support  the  same  level  of  prices  to  producers 
whether  the  program  were  administered  by  the  Government  or  by  an 
industry  board.  Also  the  level  that  it  would  be  feasible  to  support  by 
purchases  of  dairy  products  would  be  the  same  because  similar  prob¬ 
lems  of  limited  outlets  for  products  acquired  under  the  program  by 
sales  or  donations  to  school  lunch,  welfare,  military,  and  other  outlets 
would  be  encountered.  The  disposition  of  stocks  by  sale  in  commercial 
export  outlets  would  involve  the  same  problem  of  international  trade 
and  relationships. 

The  problems  of  establishing  and  administering  c[uotas  and  of  mak¬ 
ing  payments  to  producers  or  to  processors  embodied  in  certain  plans 
would  be  similar  regardless  of  who  operated  the  program.  They  are 
discussed  in  other  sections  ol  this  report. 

The  cost  of  carrying  out  the  same  type  of  program  to  support  the 
same  price  level,  including  costs  of  purchasing,  storing,  and  disposing 
of  dairy  products,  or  of  payments  to  producers  or  processors,  would  be 
essentially  the  same  regardless  of  who  administered  the  program.  The 
fees  levied  on  farm  sales  of  milk  and  butterfat,  however,  would  in  effect 
reduce  the  support  level  to  producers  by  a  corresponding  amount. 

The  several  Indus  try -financed  plans  that  have  been  proposed  would 
provide  for  varying  combinations  of  Government  and  industry  financ¬ 
ing.  Certain  proposals  would  provide  for  the  Government  to  bear  the 
cost  burden  of  present  price-support  stocks  and  of  future  price-support 
purchases  of  dairy  products  that  might  be  attributed  to  imports  and 
to  increased  milk  production  resulting  from  diversion  of  land  to  daily 
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production  under  crop-control  programs.  The  extent  to  which  the  cost 
of  price  support  would  be  shifted  from  the  Government  to  the  producers 
would  depend  upon  who  bore  the  cost  of  dairy  products  donated  for 
school  lunch,  welfare,  and  other  uses  and  upon  the  amounts  of  fees 
collected  compared  with  the  total  cost  of  support  operations. 

The  self-help  proposals  generally  provide  for  the  administration  of 
the  program,  including  the  determination  of  support  level,  determina¬ 
tion  of  rates  of  fees,  and  direction  of  program  operations  by  an 
industry  board  consisting  entirely  or  mainly  of  producers  or  their 
representatives,  without  prior  approval  by  the  Secretary  of  Agriculture 
and  without  prior  approval  by  producers  through  referendums.  These 
provisions  involve  important  policy  questions  of  delegation  of  au¬ 
thority  and  legislative  guides  as  to  support  level  rather  than  questions 
of  relative  feasibility  of  support  and  production  control  methods  as 
such. 

EFFECT  OF  PRICE-SUPPORT  METHODS  ON  DAIRY  PRODUCTION  AND 

UTILIZATION 

The  effect  of  any  price-support  program  on  milk  production  depends 
mainly  upon  the  price-support  level  at  which  it  supports  returns  to 
farmers  for  milk  and  butterfat,  the  prices  of  other  farm  commodities, 
the  supplies  of  feeds,  and  other  production  conditions.  Assuming 
the  same  support  level,  it  is  probable  that  the  effect  on  total  milk 
production  would  be  about  the  same  whether  the  support  were  carried 
out  by  the  purchase,  payment,  or  some  other  method.  In  other  words, 
there  is  no  particular  reason  to  believe  that  dairy  farmers  as  a  group 
would  respond  differently  to  the  same  level  of  returns  if  they  received 
such  returns  from  processors  and  dealers  entirely  in  price  or  part  of  it 
in  price  and  part  of  it  in  a  Government  payment.  Also,  it  is  probable 
that  the  difference  in  effects  of  different  support  methods  on  regional 
production  would  be  too  small  to  predict  with  a  useful  degree  of 
accuracy. 

Certain  price-support  methods  would  have  greatly  different  effects 
than  others  on  the  utilization  of  milk  and  butterfat.  The  purchase 
method  channels  into  the  production  of  those  products  purchased 
under  the  program  all  of  the  milk  supply  in  excess  of  quantities  that 
can  be  marketed  in  commercial  outlets  in  the  forms  of  fluid  milk  and 
its  products  at  prices  corresponding  to  the  support  level.  The  supplies 
of  those  products  produced  in  excess  of  consumption  in  the  commercial 
markets  are  sold  to  CCC.  To  the  fullest  extent  possible  these  sup¬ 
plies  subsequently  are  distributed  for  consumption  in  school  lunch, 
welfare,  military,  and  other  outlets. 

Payments  to  processors  and  dealers  on  all  milk  and  its  products,  or 
direct  payments  to  farmers  on  all  milk  and  butterfat,  would  result  in 
the  consumption  of  the  total  supplies  of  milk  and  its  products  in 
commercial  market  outlets.  In  both  cases,  the  consumption  of  fluid 
milk  and  all  dairy  products  in  the  commercial  market  outlets  would 
be  greater  than  under  a  purchase  program. 

Payments  to  processors  limited  to  a  few  dairy  products  would  have 
a  different  effect  on  the  utilization  of  milk  and  butterfat.  Consump¬ 
tion  of  fluid  milk  and  other  dairy  products,  on  which  payments  were 
not  made,  would  be  about  the  same  as  under  the  purchase  program 
and  would  be  those  quantities  that  consumers  would  buy  at  prices 
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corresponding  to  the  support  level.  The  increased  total  supplies  of 
the  products  subject  to  payments  would  be  marketed  and  consumed 
in  commercial  market  outlets,  their  prices  declining  enough  to  induce 
consumers  to  buy  the  total  supplies.  A  program  of  payments  limited 
to  a  few  dairy  products  could  result  in  wide  year-to-year  fluctuations 
in  consumption  of  those  products  in  regular  market  channels.  This 
is  true  because  relatively  small  percentage  changes  in  total  milk 
production  and,  therefore,  in  the  excess  production,  would  cause 
relatively  large  percentage  changes  in  the  production  and  consumption 
of  those  products. 

MARKETING  AGREEMENTS  AND  ORDERS 

Marketing  orders  administered  by  the  Federal  Government  are  used 
extensively  in  marketing  fluid  milk.  Prior  to  public  regulation,  pro¬ 
ducers  attempted,  through  their  cooperative  associations,  to  develop 
orderly  marketing  and  satisfactory  pricing  for  their  milk.  Negotia¬ 
tions  between  producers  and  distributors  often  included  systems  of 
classifled  pricing  and  pooling.  Nevertheless,  prices  of  milk  to  pro¬ 
ducers  often  became  seriously  depressed  because  of  disparities  in 
bargaining  strength  between  producers  and  distributors.  The  weak¬ 
nesses  of  producers  in  bargaining  for  the  sale  of  their  milk  were  closely 
associated  with  the  bulk  and  perishability  of  fresh  milk,  their  inability 
to  market  surplus  milk  and  the  different  seasonal  patterns  of  milk 
production  and  consumption.  As  a  result  of  these  marketing  diffi¬ 
culties,  milk  producers  in  many  areas  requested  Government  inter¬ 
vention  to  achieve  orderly  marketing  of  milk. 

Marketing  orders  apply  to  milk  produced  for  distribution  in  certain 
specified  market  areas,  and  require  all  milk  handlers  to  pay  to  pro¬ 
ducers  specified  minimum  prices  for  milk  in  each  use  classification 
and  to  observe  certain  terms  of  sale  with  respect  to  milk  purchased 
from  producers.  The  orders  do  not  guarantee  producers  a  market 
for  their  milk. 

Marketing  orders  prevent  sharp  price  reductions  arising  from 
bargainmg  mequalities  and  therefore  they  have  resulted  at  times  in 
higher  prices  to  producers  than  would  occur  in  the  absence  of  regula¬ 
tion.  On  the  other  hand,  unregulated  prices  to  producers  may 
result  in  widely  fluctuating  supplies  and  prices  which  could  bring 
about  higher  longtime  average  prices  than  occur  in  regulated  markets. 
Under  marketing  orders,  prices  are  adjusted  promptly,  but  less  sharply 
than  in  a  free  market,  to  changing  economic  conditions.  Removal  of 
price  uncertainty  permits  producers  to  make  production  plans  and 
commitments  with  greater  confidence  than  under  conditions  of  price 
uncertainty  which  often  prevail  in  the  absence  of  price  regulation. 
Consequently,  a  greater  production  usually  accompanies  a  given  price 
level  than  in  the  case  of  unregulated  market  conditions.  During 
recent  years  price-support  programs  for  manufactured  dairy  products 
have  been  an  important  influence  in  determining  the  level  of  all  dairy 
prices,  including  prices  of  fluid  milk  in  regulated  markets. 

An  objective  of  Federal  milk-marketing  orders  is  to  assure  an 
adequate  supply  of  milk  to  meet  fluid  requirements  plus  a  necessary 
operating  reserve.  Pricing  formulas  are  used  in  Federal  orders  to 
adjust  milk  prices  to  changing  economic  conditions.  These  formulas 
are  designed  to  achieve  a  balance  between  local  supply  and  demand 
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conditions  at  price  levels  approximating  those  which  would  occur  in 
unregulated  markets  under  conditions  of  equal  bargaining  strength 
between  producers  and  distributors. 

Although  more  complete  information  generally  is  available  in  regu¬ 
lated  markets  than  in  nonregulated  areas  concerning  marketing  and 
price  conditions,  and  although  orderly  procedures  are  provided 
(through  hearings,  etc.)  for  bringing  available  information  to  bear  on 
problems  and  for  resolving  differences  of  opinion  or  conflicts  of  interest, 
nevertheless  the  determination  of  the  right  price  for  milk  in  fluid 
markets  is  a  difficult  matter.  This  has  made  it  necessary  to  include 
supply  and  demand  adjustment  devices  in  Federal  milk  orders  in 
order  to  adjust  prices  to  changing  economic  conditions.  Public  hear¬ 
ings  provide  the  mechanism  for  obtaining  facts  which  may  indicate 
necessary  revisions  in  the  formula  factors  themselves  in  order  that 
the  basic  level  of  price,  as  well  as  increases  and  decreases  from  that 
level,  remain  consistent  with  long-run  economic  conditions. 

There  are  53  Federal  milk-marketing  orders  in  ejffect  regulating  the 
handling  of  milk  delivered  by  186,000  producers.  Milk  sold  under 
Federal  regulation  during  1953  was  nearly  one-third  of  the  total 
whole  milk  delivered  to  plants  in  the  United  States.  Funds  for 
administering  Federal  milk  orders  are  collected  from  handlers  regu¬ 
lated  by  the  orders  in  proportion  to  the  volume  of  regulated  milk 
which  they  handle.  The  rate  paid  by  handlers  varies  from  market 
to  market  and  ranges  from  2  to  4  cents  per  hundredweight  in  most 
Federal  order  markets. 

Regulations  which  establish  minimum  producer  prices  on  differen¬ 
tiated  price  bases  according  to  use  are  administered  by  several  States. 
In  some  States,  a  flat-price  basis  or  a  requirement  of  minimum  resale 
prices  is  included  in  the  regulation.  In  some  States  where  local 
authorities  administer  milk  price-control  programs  for  intrastate  mar¬ 
kets,  the  larger  interstate  milk  markets  are  regulated  by  Federal  milk 
orders. 

Marketing  agreements  were  adopted  in  the  1930’s  for  evaporated 
milk  and  nonfat  dry-milk  solids  in  an  attempt  to  correct  unstable 
prices  and  marketing  conditions  for  those  two  products.  The  evapo¬ 
rated-milk  agreement  was  accompanied  by  a  license,  and  required 
each  manufacturer  to  file  a  schedule  of  his  selling  prices  of  evaporated 
milk,  and  to  pay  specified  minimum  prices  to  producers  for  milk, 
computed  on  the  basis  of  butter  and  cheese  prices.  However,  the 
minimum  prices  specified  in  the  formulas  were  generally  below  the 
prevailing  market  prices  for  milk  purchased  by  condenseries.  Each 
manufacturer’s  schedule  of  selling  prices  indicated  the  terms  of  sale 
for  each  size,  quantity,  and  brand  and  the  applicable  sales  area,  and 
a  manufacturer  could  modify  his  selling  prices  by  filing  a  new  or 
amended  list.  Certain  industry  trade  practices  also  were  controlled 
by  the  agreement  and  license. 

The  marketing  agreement  for  nonfat  dry-milk  solids  provided  for 
the  filing  of  sales  prices  by  manufacturers  according  to  grades,  brands, 
quantities,  and  sales  areas,  and  also  contained  a  number  of  provisions 
designed  to  prevent  undesirable  trade  practices.  The  agreement  was 
not  accompanied  by  a  license  and  therefore  was  binding  only  on  the 
signatory  parties.  More  than  90  percent  of  the  members  of  the 
industry  supported  the  agreement  at  the  time  of  its  adoption. 
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Marketing  agreements  and  orders  are  well  adapted  to  the  mainte¬ 
nance  of  orderly  marketing  and  pricing  conditions  in  the  fluid-milk 
industry  and  they  could  be  used  for  such  purposes  in  the  manufac¬ 
turing-milk  industry.  However,  they  are  not  by  themselves  an 
adequate  method  for  maintaining  prices  to  producers  over  long 
periods  of  time  at  levels  unrelated  to  market  supply  and  demand 
conditions.  Such  a  pricing  policy  would  generate  surpluses  for  which 
no  market  outlet  was  provided  by  the  marketing  order  or  agreement 
program.  This  situation  could  be  corrected  only  by  controlling  the 
production  or  marketing  of  milk,  or  by  providing  alternative  outlets 
for  the  surplus  supplies. 


SECTION  III 


MEASURES  TO  INCREASE  CONSUMPTION  OF  MILK  AND 
DAIRY  PRODUCTS 

The  level  of  consumption  of  milk  and  other  dairy  products  is 
affected  by  several  factors  aside  from  price.  The  measures  discussed 
in  this  section  range  from  those  which  attempt  to  increase  demand  for 
milk  and  its  products  in  established  outlets  at  a  given  level  of  prices 
to  those  which  would  expand  the  forms  in  which  products  are  offered 
to  consumers  and  increase  the  availability  of  dairy  products  to  con¬ 
sumers.  Some  of  the  measures  which  have  been  used  and  are  dis¬ 
cussed  in  the  following  section  were  originally  adopted  as  part  of  the 
effort  to  dispose  of  surplus  dairy  products  which  had  been  bought 
under  a  previous  price-support  program.  Others  are  proposals  with 
the  sole  objective  of  increasing  consumption  of  milk  products  in  the 
interest  of  better  diets  and  could  be  carried  on  even  in  the  absence 
of  a  direct  price-support  purchase  program.  To  the  extent  that  the 
latter  are  successful,  of  course,  there  would  be  a  tendency  to  minimize 
any  future  price-support  problem.  Many  of  the  programs  already  are 
in  use  and  include  efforts  along  educational  lines  to  inform  consumers 
of  the  nutritional  values  of  milk;  development  of  new  products  and 
improvements  in  the  marketing  of  milk;  more  effective  merchandising 
and  sales  promotion  methods;  and  Government-sponsored  distribu¬ 
tion  programs  to  stimulate  greater  consumption  through  normal  chan¬ 
nels  of  trade  and  through  the  donation  of  price-support  dairy  sur¬ 
pluses  to  consumer  groups  with  limited  food  budgets  both  in  this 
country  and  overseas. 

There  is  considerable  opportunity  for  the  development  of  larger 
consumer  markets  for  milk  and  dairy  products.  Greater  consumption 
would  contribute  to  improvement  in  the  health  of  the  Nation’s  popu¬ 
lation.  Increases  for  some  segments  of  the  population  have  long  been 
recommended  by  nutritionists.  Surveys  show  that  of  the  nutrients 
generally  considered  in  nutritional  appraisals  of  diets  the  one  most 
likely  to  be  supplied  in  smaller  than  recommended  quantities  is 
calcium.  Milk,  of  course,  is  the  principal  food  source  from  which  the 
need  for  more  calcium  (and  other  nutrients)  can  be  supplied. 

Studies  made  by  the  Department  of  Agriculture  provide  some  infor¬ 
mation  on  the  pattern  of  consumption  of  milk  and  dairy  products. 
In  1948,  when  per  capita  consumption  of  dairy  products  other  than 
butter  was  about  the  same  as  in  1954 — 4.6  quarts  per  week  per  person 
of  milk  or  its  equivalent  in  cream,  cheese,  or  ice  cream — the  following 
proportions  of  city  households  consumed  these  specified  amounts:  8 
percent,  less  than  2  quarts  per  person;  12  percent,  between  2  and  3 
quarts  per  person;  20  percent,  between  3  and  4  quarts  per  person;  20 
percent,  between  4  and  5  quarts  per  person;  40  percent,  5  or  more 
quarts  per  person. 

Sixty  percent  of  the  households  had  less  than  5  quarts  a  person  a 
week  of  milk  or  its  equivalent  in  cream,  cheese,  and  ice  cream.  From 
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a  nutritional  standpoint,  these  are  the  persons  whose  consumption  of 
milk  might  well  be  raised.  Studies  show  that,  in  general,  low-income 
families  use  less  than  those  with  high  incomes;  farm  families  without 
home-produced  milk  consume  relatively  small  amounts;  families  of 
adults  only  use  less  than  families  with  children.  As  a  group,  women 
probably  consume  the  least — ^less  than  men,  less  than  teen-agers, 
with  older  women  using  less  than  younger  women. 

In  any  discussion  of  the  possibilities  of  raising  the  consumption  of 
one  group  of  foods,  it  is  well  to  point  out  that  consumption  of  all 
articles  of  food  combined  are  at  such  a  high  level  in  the  United  States 
that  increases  in  one  group  of  foods  are  likely  to  result  in  decreases  in 
some  other  foods.  This  is  even  more  true  today  than  formerly  because 
of  the  growing  consciousness  of  the  need  among  adults  to  control  body 
weight. 

NUTRITION  RESEARCH  AND  EDUCATION 

Kesearch  and  education  in  nutrition  and  food  management  tend  to 
increase  milk  consumption,  but  the  effects  of  these  activities  are  spread 
over  relatively  long  periods.  Research  in  this  field  is  time-consuming 
and  expensive.  Food  habits  of  adults,  especially,  are  rather  fixed  and 
attempts  to  change  them  through  nutritional  motivation  meet  with 
only  a  fair  degree  of  success.  Food  habits  of  young  people,  on  the 
other  hand,  are  more  flexible  and  frequently  respond  to  nutrition 
education  or  at  any  rate  parents  may  respond  to  nutrition  education 
in  the  feeding  of  their  children. 

Research  in  the  nutritive  value  of  foods  and  nutrient  requirements 
is  carried  on  by  the  USDA,  many  universities  and  experiment  sta¬ 
tions,  and  by  private  industry.  Cow’s  milk  has  been  found  to  contain 
some  100  components;  whether  aU  of  these  have  a  positive  role  in 
human  nutrition  has  yet  to  be  determined.  Recommended  quantities 
of  milk  in  human  diets  have  been  based  largely  on  calcium  require¬ 
ments  since  this  nutrient  is  very  unevenly  distributed  in  foods,  and 
mthout  milk,  calcium  is  unlikely  to  be  provided  in  diets  in  quantities 
considered  desirable.  At  present  levels  of  consumption,  milk  in  its 
various  forms  supplies  over  three-fourths  of  the  calcium  in  our  national 
dietary.  Nearly  half  the  riboflavin  (a  B-vitamin)  comes  from  milk, 
and  about  a  fourth  of  the  protein.  Practically  all  of  the  calcium, 
riboflavin,  the  other  B-vitamins,  and  protein  in  milk  are  in  the  nonfat 
solids  portion. 

Nutrition  education  is  carried  on  through  many  channels  and  at 
different  levels — elementary  for  children  and  for  many  adults,  more 
advanced  for  persons  who  have  greater  backgr  und  for  nutritional 
understanding.  In  nutrition  education,  increased  consumption  of  milk 
will  continue  to  be  stressed  because  (a)  it  has  been  found  in  dietary 
surveys  that  calcium  is  the  nutrient  most  likely  to  be  lower  than 
amounts  recommended  by  nutritionists  and  (b)  milk  is  the  most 
economical  source  of  calcium  among  everyday  foods  and  at  the  same 
time  provides  top-quality  protein  and  many  other  important  nutrients, 
especially  minerals  and  vitamins.  Of  all  the  forms  of  milk,  nonfat 
milk  solids  are  now  the  most  economical  in  nutritive  returns  of  pro¬ 
tein,  calcium,  and  the  B-vitamins.  Butterfat  is  a  relatively  expensive 
source  of  calories  and  vitamin  A. 

As  a  means  of  increasing  consumption  of  dairy  products,  research 
and  education  in  nutrition  may  be  expected  in  the  long  run  to  be 
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highly  effective,  especially  for  those  products  containing  nonfat  solids. 
Of  all  foods,  milk  stands  to  gain  as  much  as  or  more  than  any  other 
single  food  from  nutrition  research  and  educational  programs. 

MERCHANDISING  AND  SALES  PROMOTION 

This  part  of  the  report  deals  with  activities  of  the  dairy  industiy 
to  increase  sales  of  its  products  through  a  variety  of  marketing  de¬ 
vices — improved  merchandising  methods  such  as  increasing  avail¬ 
ability  through  vending  machines,  reducing  marketing  costs  in  various 
ways,  including  devices  such  as  larger  containers — gallon  and  half 
gallon — stepped-up  advertising  both  ‘institutional’’  and  brand  adver¬ 
tising,  and  instore  promotion.  Efforts  of  the  Federal  Government 
in  the  area  of  promotion  have  taken  the  form  of  encouragement  and 
assistance  through  such  activities  as  the  plentiful  foods  program  of 
the  Agricultural  Marketing  Service  and  consumer  education  activities 
of  the  Extension  Service.  It  is  to  be  noted,  however,  that  some  States 
have  appropriated  funds  for  the  purpose  of  promoting  sales  of  dairy 
products.  Funds  for  industrywide  promotion  work  by  the  dairy 
industry  have  been  collected  on  a  voluntary  basis  from  producers 
and  processors.  Suggestions  have  been  made  from  time  to  time  that 
funds  for  this  purpose  also  could  be  collected  from  processors  in  the 
form  of  a  tax,  or  by  some  other  means. 

Milk-vending  machines 

The  automatic  milk-vending  machine  is  a  comparatively  new 
method  of  dispensing  fluid  milk  and  has  already  given  indication 
that  it  will  be  an  effective  means  of  increasing  fluid-milk  consumption. 
Milk,  in  order  to  serve  the  largest  potential  number  of  consumers, 
must  be  readily  available  to  meet  the  demand  for  the  product  as  it 
arises. 

Milk-vending  machines  located  in  industrial  installations  will  serve 
to  make  milk  as  available  as  soft  drinks  and  other  foods  which  are 
currently  dispensed  in  vending  machines.  In  large  apartment  devel¬ 
opments  vending  machines  for  quarts  of  milk  (or  larger  units)  also 
offer  possibilities  for  increased  milk  consumption.  Likewise,  strate¬ 
gically  located  vending  machines  for  small  units  would  lead  to  increased 
spontaneous  purchases  from  machines  located  on  school  grounds,  in 
movie  houses,  railroad  stations,  or  other  places  where  there  are  large 
numbers  of  people. 

In  addition  to  providing  greater  availability  there  are  other  factors 
through  which  vending  machines  tend  to  increase  milk  consumption. 
Milk  is  properly  refrigerated  until  served.  Service  is  rapid  and,  in 
some  machines,  a  selection  of  flavors  may  be  made.  Merchandising 
experiences  have  shown  that  a  larger  quantity  of  a  product  may  be 
sold  if  more  than  one  variety  or  flavor  is  available. 

On  the  other  hand,  vending  machines  are  relatively  expensive,  not 
only  from  the  initial  cost  standpoint,  but  also  from  the  servicing 
required.  Vending  machines  for  milk  require  daily  loading  and, 
where  demand  is  heavy,  machines  may  be  required  to  be  loaded  more 
than  once  a  day.  In  addition,  maintenance,  repair,  and  other  prob¬ 
lems  may  arise  and,  although  minor,  may  tend  to  deter  their  use. 
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Large  size  containers 

Among  the  more  recent  developments  to  increase  milk  volume 
through  the  mechanism  of  reduced  prices  is  the  introduction  of  price 
reductions  for  volume  purchases  wliether  in  gallon  jugs,  half-gallon 
bottles,  or  extra  cartons.  This  increased  volume  commonly  sells  at 
reduced  prices  but  the  extent  to  which  any  increases  represent  ex¬ 
panded  volume^ — not  just  substitution  of  one  type  for  another — is 
difficult  to  ascertain.  Available  information  indicates,  however,  that 
there  is  some  increase  in  total  volume.  In  Chicago,  less  than  5  per¬ 
cent  of  milk  delivered  to  homes  is  now  in  quart  containers. 

Advertising  and  promotion  by  the  dairy  industry 

The  purpose  of  advertising  and  promotional  programs  in  the  dairy 
industry  is  primarily  to  effect  an  increase  in  consumer  demand  for 
milk  and  dairy  products.  There  are  several  types  of  promotional 
programs  underway.  These  programs  range  from  national  advertising 
or  merchandising  campaigns  to  local  campaigns  sponsored  by  producer 
groups  or  local  distributors  of  dairy  products.  The  types  of  campaigns 
undertaken  may  be  categorized  as  follows : 

1.  A  national  advertising  and  merchandising  campaign  on  a  year- 
round  basis,  sponsored  by  producers  and  handled  through  the 
American  Dairy  Association,  This  program  is  designed  to  advertise 
all  of  the  major  dairy  products  in  national  magazines  and  on  television 
and  radio. 

2.  Nationwide  campaigns  undertaken  by  industry  associations  of 
specific  manufacturers  representing  specific  products,  for  example. 
Evaporated  Milk  Association,  American  Dry  Milk  Institute,  or  the 
American  Butter  Institute.  The  organizations  may  carry  on  nation¬ 
wide  programs  designed  to  promote  the  sale  of  particular  products 
of  their  organization. 

3.  Nationwide  advertising  campaigns  b}^  large  dairy  or  dairy  product 
manufacturing  organizations. 

4.  State  advertising  or  promotional  campaigns  carried  out  by 
State  or  local  organizations  of  dairy  associations,  the  farm  organiza¬ 
tions,  or  under  legislative  authority,  such  as  the  cheese  and  butter 
promotions  by  the  State  of  Wisconsin. 

5.  Local  advertising  and  promotion  conducted  by  producer  coopera¬ 
tives  or  local  dairy  distributors. 

In  addition  to  direct  advertising  and  promotional  activity,  a  num¬ 
ber  of  dairy  organizations  conduct  merchandising  schools  for  training 
personnel  in  better  merchandising  practices  for  the  particular  product 
involved,  thereby  increasing  sales  appeal.  Organizations  such  as  the 
International  Association  of  Ice  Cream  Manufacturers,  the  Milk 
Industry  Foundation,  and  other  organizations  conduct  such  schools 
and  train  wholesale  and  retail  personnel  in  handling,  displaying,  and 
merchandising  these  products.  Additional  merchandising  work  in 
terms  of  point  of  sale  materials,  display  activity,  and  other  types  of 
instore  merchandising  are  carried  out  by  the  American  Dairy  Associa¬ 
tion  and  other  organizations. 

An  additional  activity  in  the  same  field  is  educational  in  purpose. 
The  primary  organization  in  this  area  is  the  National  Dairy  Council, 
which  works  through  medical  organizations,  educational  organizations, 
and  schools  in  attempting  to  teach  the  professional  groups,  school 
children,  and  the  public  the  nutritional  importance  of  milk  and  dairy 
products  in  the  American  diet. 
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Very  little  material  is  available  for  appraising  the  effectiveness  of 
the  various  types  of  programs  being  carried  on;  that  is,  effectiveness 
in  terms  of  increases  in  sales.  More  research  is  needed  in  this  ai:ea  of 
marketing. 

PRODUCT  DEVELOPMENT 

Both  Government,  chiefly  the  U8DA,  and  the  dairy  industry  have 
conducted  research  on  and  promoted  the  consumption  of  new  and 
improved  products  and  new  uses  for  old  products.  In  the  USDA,  this 
work  is  carried  out  under  the  general  headings  of  utilization  and  mar¬ 
keting  research.  Reports  of  the  current  work  underway  and  proposals 
for  new  work  are  summarized  in  the  report  prepared  each  year  for  the 
Department’s  Research  and  Marketing  Advisory  Committee  on  Dairy 
Products.  Much  of  this  research  is  fundamental  in  character  and  may 
lead  in  time  to  new  or  improved  products  or  new  uses  for  old  products. 
Industry  research  may  also  be  fundamental  in  nature  but  more 
generally  is  designed  to  yield  more  immediate  results. 

Research  on  the  development  of  new  products,  on  the  improvement 
of  old  ones,  and  on  new  or  greater  uses  is  constantly  being  carried  out 
for  dairy  products.  Results  are  summarized  below  for  four  dairy 
products — nonfat  dry  milk  solids,  refrigerated  concentrated  milk, 
frozen  concentrated  milk,  and  canned  whole  fluid  milk.  The  role  that 
such  products  will  have  in  the  dairy  industry  in  the  years  ahead  is 
difficult  to  determine  at  this  time.  To  date  nonfat  dry  milk  solids  is 
the  only  one  of  these  that  is  consumed  in  large  quantities.  It  would 
appear  that  this  product  is  providing  the  industry  with  an  additional 
means  of  raising  the  level  of  per  c  apita  consumption  of  dairy  products. 

Nonfat  dry  milk  solids 

In  the  past  few  years  considerable  effort  has  been  made  to  increase 
the  use  of  nonfat  milk  solids  for  home-use  sale.  Recent  technical 
developments  with  regard  to  solubility  have  resulted  in  an  improved 
product  that  is  rapidly  dissolvable  in  water  without  the  use  of  mechani¬ 
cal  beaters.  In  1953,  94  million  pounds  of  the  old-style  product  were 
packaged  for  home  use.^  This  amounted  to  15  percent  of  the  total 
domestic  sales  (610  million  pounds). 

Considerable  use  of  nonfat  dry  milk  solids  is  made  in  the  manufac¬ 
ture  of  bread,  prepared  dry  mixes,  sausage,  cheese,  and  other  dairy 
products.  Other  uses  for  this  product  are  in  making  candies,  soups, 
chemicals,  pharmaceuticals,  soft  drinks,  and  animal  feeds. 

More  nonfat  milk  solids  are  used  in  the  baking  of  bread  and  other 
bakery  products  than  in  any  other  manufactured  product.  In  1953, 
42  percent  of  the  total  was  so  used.  Bread  contains,  on  the  average, 
almost  4  parts  of  nonfat  milk  solids  for  ea(‘h  100  parts  of  flour.  Addi¬ 
tional  amounts  of  milk  solids — generally  about  6  percent — have  been 
recommended  by  nutritionists  and  others.  Since  bread  is  consumed 
in  greater  amounts  by  low-income  than  high-income  famililies,  addi¬ 
tional  use  of  milk  solids  in  bread  would  be  of  most  benefit  to  the  diets 
of  those  most  in  need  of  improvement. 

The  use  of  nonfat  milk  solids  in  prepared  diy  mixes  has  increased 
substantially  in  the  last  few  years  (35  percent  from  1952  to  1953)  and 
will  continue  to  increase  as  the  sales  of  prepared  dry  mixes  increase. 
To  a  considerable  extent,  this  use  of  nonfat  dry  milk  solids  represents 
a  shift  from  home  use  of  fluid  whole  milk  to  the  use  by  the  manufac- 
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turer  of  nonfat  dry  milk  solids.  The  amounts  of  fluid  whole  milk 
used  in  households  for  baking,  however,  have  not  recently  been  a  large 
proportion  of  the  total  amounts  used.  Hence,  this  shift  in  utilization 
is  probably  not  very  significant. 

The  use  of  nonfat  dry  milk  solids  in  other  manufactured  foods  and 
in  the  several  nonfood  products  has  decreased  considerably  in  the  past 
year  or  two.  President  indications  are  that,  unlike  flour  mixes,  the 
consumption  of  these  foods  is  not  likely  to  increase  markedly  in  the 
next  few  years.  Except  for  the  manufactured  dairy  products  and 
sausage,  consumption  of  the  other  manufactured  products  is  relatively 
small  so  that  any  increased  utilization  of  milk  solids  in  their  manu¬ 
facture  would  not  expand  the  market  for  nonfat  dry  milk  solids  to 
any  great  extent. 

The  likelihood  is  that  the  greatest  potential  use  of  nonfat  dry  milk 
solids  as  a  means  of  raising  total  milk  consumption  comes  in  their 
greater  use  in  manufactured  products — both  in  increasing  the  propor¬ 
tions  in  those  products  in  which  milk  solids  are  already  used  and  in 
finding  new  products  to  which  they  might  be  added  with  benefit. 
Greater  use  of  the  packaged  nonfat  dry  milk  solids  in  homes  may  not 
represent  a  net  increase  in  the  consumption  of  dairy  products.  Al¬ 
though  in  some  households  use  of  the  packaged  product  supplements 
rather  than  displaces  fluid  milk,  in  many  households  nonfat  milk  solids 
may  be  merely  replacing  much  of  the  fluid  whole  milk  formerly  pur¬ 
chased. 

Refrigerated  concentrated  milk 

In  about  1951,  refrigerated  concentrated  whole  milk  was  introduced 
to  the  consumer  market  in  the  Northeast  and  North  Central  regions. 
This  product  is  not  to  be  confused  with  evaporated  or  condensed  milks, 
which  have  been  on  the  market  for  many  years.  Concentrated  milk 
needs  refrigeration  but  not  freezing  temperature.  It  is  said  to  keep 
undiluted  in  a  refrigerator  for  2  or  3  weeks.  It  is  reconstituted  by 
adding  2  parts  water  to  1  part  milk.  The  flavor  varies  among  brands. 
The  price  of  concentrate  at  stores  in  some  communities  has  been  only 
about  a  cent  or  2  cents  a  quart  less  than  an  equivalent  quantity  of 
fresh  whole  milk.  Wlien  delivered  to  homes,  the  price  of  concentrate 
has  been  nearly  that  charged  per  quart  for  fresh  milk. 

For  a  short  period  after  its  introduction,  it  appeared  that  concen¬ 
trated  milk  might  gain  a  place  in  the  fluid  milk  market.  However, 
sales  have  steadily  declined  in  most  markets  in  which  concentrated 
milk  was  introduced  and  in  some  it  has  disappeared  completely. 
Absence  of  substantial  savings  accounts  in  part  for  the  apparent  lack 
of  success  in  moving  this  product  into  consumption.  Lack  of  appeal 
to  consumers  has  apparently  also  been  a  factor  in  its  failure  to  make 
greater  gains  in  sales. 

Frozen  concentrated  milk 

Frozen  concentrated  milk,  which  will  keep  for  a  considerable  period 
of  time,  has  also  been  developed.  Whe.n  reduced  to  one-third  or 
one-fourth  its  original  bulk,  it  will  keep  considerably  longer  than  fresh 
milk  or  refrigerated  concentrated  milk.  However,  this  product  must 
be  stored  at  —10°  F.  or  below  in  order  to  prevent  deterioration. 
Home  refrigeration  facilities  of  this  type  are  not  common,  refrigerated 
trucks  for  delivery  are  necessary  and  the  cost  of  producing  and  de¬ 
livering  the  product  may  be  too  high  to  be  competitive  on  the  present- 
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day  market.  Widespread  use  of  frozen  concentrated  milk  is  not 
anticipated  within  the  near  future  because  of  the  refrigeration  facilities 
required  for  delivering  and  keeping  the  product  and  the  costs  of 
processing. 

Canned  whole  fluid  milk 

Kesearch  has  been  conducted  on  new  processes  of  sterilizing  milk, 
which  have  led  to  the  marketing  of  canned  whole,  nonconcentrated 
milk  with  a  color,  flavor,  and  storability  intermediate  between  that  of 
pasteurized  and  evaporated  milk.  The  potential  market  for  this 
product  is  unknown  at  present,  but  it  is  entirely  possible  that  in  the 
years  to  come  an  economical  method  of  sterilizing  whole  milk  will  be 
perfected  which  would  give  longer  life  than  present  pasteurization  and 
give  a  relatively  much  less  perishable  product.  This  process  could 
ultimately  lower  the  retail  cost  of  whole  milk  and  lead  to  increased 
consumption. 

DISTRIBUTION  PROGRAM 

Distribution  programs  represent  efforts  on  the  part  of  the  Govern¬ 
ment  to  encourage  expanded  markets  for  agricultural  commodities. 
They  have  the  short-run  objective  of  increasing  the  demand  for  and 
consumption  of  foods  in  plentiful  and  surplus  supply.  In  addition, 
they  have  a  long-range  objective  of  bringing  about  a  stronger  demand 
for  agricultural  commodities  and  improve  health  and  nutrition. 

Distribution  programs  began  in  the  1930’s  with  the  donation  of 
surplus  foods  acquired  by  the  Department  to  groups  with  inadequate 
food  budgets.  This  program,  called  direct  distribution,  is  still  in 
operation  and  large  quantities  of  dairy  products  are  being  provided 
from  CCC  stocks  to  school-lunch  programs  and  needy  persons.  How¬ 
ever,  increasing  emphasis  has  been  placed  on  programs  designed  to 
expand  food  markets  and  consumption  through  normal  channels  of 
trade,  i.  e.,  activities  that  result  in  increasing  the  purchase  of  dairy 
products  in  local  markets  through  regular  suppliers — wholesalers, 
retailers,  and  dairies.  These  activities  include  the  national  school- 
lunch  program,  the  special  school  milk  program  introduced  in  Septem¬ 
ber  of  1954,  and  the  plentiful  foods  program.  Other  distribution 
programs  such  as  the  food  stamp  plan  and  a  milk  program  for  low- 
income  families  were  operated  in  the  early  1940’s  but  were  discon¬ 
tinued  during  World  War  II. 

Price  support  aspects  oj  distribution  programs 

As  noted  above,  distribution  programs  are  of  two  types.  First, 
the  direct  distribution  of  dairy  products  is  an  adjunct  of  price-support 
purchase  operations  in  that  it  provides  an  outlet  for  surpluses  acquired 
as  well  as  improving  the  diets  of  persons  benefiting.  Second,  other 
distribution  programs  attempt  to  increase  consumption  of  milk  and 
dairy  products  through  normal  trade  channels.  Programs  of  the 
latter  type  provide  a  measure  of  price  support  in  proportion  to  the 
scope  of  the  operations  undertaken.  They  have  not  ordinarily  been 
conducted  to  provide  a  specific  price-support  level  for  a  particular 
commodity  as  in  the  case  of  purchase  operations  for  dairy  products. 
The  school-lunch  program,  for  example,  is  authorized  on  a  permanent 
basis  to  improve  the  health  and  nutrition  of  schoolchildren  and  to 
expand  consumption  of  agricultural  commodities  and  other  food. 
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Volume  of  dairy  products  moved 

A  record  volume  of  dairy  products  will  be  donated  from  CCC  inven¬ 
tories  to  domestic  and  foreign  outlets  this  fiscal  year  under  direct 
distribution  operations.  A  total  of  330  million  pounds  of  dairy 
products  were  moved  in  fiscal  1954  and  it  is  estimated  that  more  than 
double  that  quantity  will  be  moved  in  fiscal  year  1955  with  the  major 
part  of  the  expanded  distribution  going  to  needy  persons  overseas. 
If  this  volume  is  reached,  as  presently  indicated,  the  total  disposition 
in  the  fiscal  year  1954-55  from  CCC  stocks  of  butter,  cheese,  and  non¬ 
fat  dry  milk  solids  in  domestic  and  foreign  outlets  would  be  up  to  6.6 
billion  pounds  in  milk  equivalent. 

Consumption  of  fluid  milk  in  schools  is  being  encouraged  with 
Government  assistance  through  two  programs.  The  national  school- 
lunch  program,  which  was  established  on  a  permanent  basis  in  1946, 
currently  represents  a  market  for  approximately  850  million  pounds  of 
milk  annually  for  beverage  purposes.  It  is  currently  expanding  at  a 
rate  of  5  to  7  percent  each  year  with  a  comparable  increase  in  milk 
consumption.  A  special  school  milk  program  was  established  in 
September  1954  under  new  legislative  authority  providing  $50  million 
annually  for  the  fiscal  years  1955  and  1956  to  increase  the  consumption 
of  milk.  It  is  estimated  that  the  funds  available  will  permit  an  in¬ 
crease  of  over  600  million  pounds  annually  in  milk  consumption  in 
schools. 

The  plentiful  foods  program  was  developed  in  1947  as  a  method  of 
enlisting  the  cooperation  of  food  trade  groups  in  merchandising 
programs  to  increase  purchases  and  use  of  plentiful  foods.  Through 
this  program  the  Department  has  actively  cooperated  in  dairy  indus¬ 
try  promotion  campaigns.  While  no  actual  quantitative  measure  is 
available  on  the  immediate  effectiveness  of  these  cooperative  Govern¬ 
ment-industry  efforts  to  expand  markets  for  milk  and  dairy  products, 
such  efforts  represent  one  of  the  major  approaches  needed  to  bring 
about  higher  consumption  levels  for  milk  and  dairy  products. 

Other  possible  programs 

Low-income  families  represent  a  potential  outlet  for  increased  milk 
consumption.  No  program  is  currently  authorized  to  reach  this 
group,  but  various  proposals  have  been  advanced  for  some  type  of  food 
stamp  or  food  allotment  program  to  increase  the  level  of  food  consump¬ 
tion  among  low-income  families,  particularly  for  foods  in  surplus  or 
plentiful  supply.  In  addition,  some  consideration  has  been  given  to  a 
similar  plan  restricted  to  fluid  milk.  Such  a  program  might  provide 
an  outlet  for  an  additional  750  million  pounds  of  milk  annually  or 
between  1  and  2  percent  of  present  fluid  milk  consumption.  However, 
there  are  difficult  administrative  problems  involved  in  a  program  of 
this  type,  as  indicated  by  experience  with  the  stamp  plan,  and  experi¬ 
mental  operations  would  be  required  to  determine  the  most  effective 
administrative  and  operating  techniques  prior  to  establishment  of  any 
national  program. 


DIRECT  DISTRIBUTION  PROGRAM 

The  direct  distribution  program  represents  one  method  of  utilizing 
surplus  dairy  products  acquired  under  price-support  programs  which 
cannot  be  moved  back  into  normal  channels  of  trade  before  deteriora¬ 
tion  or  possible  spoilage.  Distribution  to  domestic  recipients  is 
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accomplished  under  a  plan  whereby  the  Departmentjships'the  surplus 
foods  in  carload  lots  to  central  receiving  points  within  the  various 
States.  An  agency  of  the  State  assumes  responsibility  for  handling 
and  storing  the  foods  and  for  their  delivery  to  the  hnal  recipients. 
Distribution  to  needy  persons  overseas  is  accomplished  through 
private  welfare  organizations  which  arrange  for  transportation  and 
supervise  actual  distribution. 

Previous  experience 

The  volume  of  surplus  foods  donated  under  this  program  has  varied 
over  the  years,  depending  partly  upon  the  need  for  purchases  for 
market  stabilization  purposes.  Large  quantities  were  distributed 
between  1935  and  1941.  During  World  War  II  only  limited  donations 
were  made.  The  volume  of  donations  has  increased  in  recent  years, 
with  1954  the  peak  post-World  War  II  year  of  distribution.  The 
table  below  shows  the  total  distribution  of  dairy  products,  both 
domestic  and  foreign,  in  recent  years: 


[In  millions  of  ponnds] 


Commodity 

Fiscal  year 

Total 

1949 

1950 

1951 

1952 

1953 

1954  1 

Butter _ _  --  --  _  - 

0 

26.2 

66.9 

0 

22.3 

131.9 

247.3 

Cheese--  -  --  -  -  - 

13.3 

18.6 

31.7 

10.2 

14.3 

75.9 

164.0 

Nonfat  dry  milk  solids.  - 

8.9 

25.3 

151.  5 

20.7 

42.6 

122.2 

371.2 

1  Preliminary. 


Volume  of  dairy  products  moved,  fiscal  year  1954 

A  total  of  330  million  pounds  of  dairy  products  from  the  inventories 
of  the  Commodity  Credit  Corporation  were  moved  into  consumption 
channels  in  1953-54,  through  donations  to  nonprofit  school-lunch  pro¬ 
grams  in  this  country  and  to  needy  groups  both  here  and  overseas. 
The  quantities  of  the  various  manufactured  dairy  products  distrib¬ 
uted  were: 


To  domestic  recipients:  Million  pounds 

Butter _  72 

Cheese _  45 

Nonfat  dry  milk  solids _  29 

Total _  146 

To  needy  persons  overseas  (through  United  States  private  welfare  agencies) : 

Butter _  60 

Cheese _  31 

Nonfat  dry  milk  solids _  93 

Total _ 184 

Grand  total - 330 


These  dairy  products  were  made  available  to  12  million  persons  in 
this  country,  including  children  in  school-lunch  programs,  inmates  of 
charitable  institutions,  needy  Indians,  and  other  needy  persons. 

A  total  of  18  United  States  private  welfare  agencies  distributed 
these  surplus  dairy  products  to  needy  persons  in  40  countries  in 
1953-54. 
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Potential  distribution  of  dairy  products 

On  the  basis  of  present  indications,  up  to  730  million  pounds  of 
dairy  products  will  be  moved  to  domestic  and  foreign  outlets  this 
year.  This  quantity  is  indicative  of  the  probable  maximum  that  can 
be  distributed  under  existing  conditions.  It  is  estimated  that  do¬ 
mestic  distribution  in  1955  will  include  about  95  million  pounds  of 
butter,  75  million  pounds  of  cheese,  and  55  million  pounds  of  nonfat 
dry  milk  solids.  Distribution  to  foreign  outlets  this  year  is  being 
made  under  new  authority  with  packaging  and  transportation  costs 
to  port  being  paid  by  the  Commodity  Credit  Corporation.  Present 
indications,  based  on  plans  of  the  welfare  agencies  handling  this  dis¬ 
tribution,  are  that  about  155  million  pounds  of  butter,  90  million 
pounds  of  cheese,  and  260  million  pounds  of  nonfat  dry  milk  solids 
will  be  moved  in  fiscal  1954-55. 

Any  further  expansion  in  the  direct  distribution  of  dairy  products 
would  be  dependent  upon  an  increase  in  the  number  of  persons  eligible 
in  this  country  and  the  ability  of  United  States  relief  agencies  to  finance 
ocean  transportation  costs  and  to  handle  larger  quantities  for  assisting 
needy  persons  overseas,  assuming  supplies  were  to  continue  to  be 
available. 

Effects  on  consumption 

Through  direct  distribution,  surplus  dairy  products  acquked  by  the 
Department  are  constructively  used  to  improve  the  diets  of  children 
in  school-lunch  programs,  of  inmates  of  charitable  institutions,  and  of 
needy  families.  Because  school-lunch  programs  and  the  other  eligible 
groups  operate  on  limited  food  budgets,  the  donation  of  dairy  products 
enables  them  to  increase  consumption  substantially  beyond  the 
amounts  normally  consumed.  Moreover,  these  donations  can  help 
build  an  expanded  future  market  for  the  foods  used.  The  use  of  nonfat 
dry  milk  solids  by  school-lunch  programs  illustrates  this  point. 

Nonfat  dry  milk  solids  were  first  introduced  into  the  national  school- 
lunch  program  in  1946-47  when  800,000  pounds  were  made  available. 
The  milk  was  offered  to  all  schools  for  cooking  purposes  and  for  recon¬ 
stitution  as  a  beverage  to  those  schools  unable  to  obtain  supplies  of 
fiuid  milk. 

Most  local  school-lunch  people  were  unfamiliar  with  the  use  of  dry 
milk.  Therefore,  the  Department  undertook  an  information  program 
showing  how  the  milk  should  be  handled  and  stored,  proper  reconstitu¬ 
tion  methods,  and  its  cooking  uses — how  it  could  be  used  to  increase 
the  nutritive  value  of  sauces,  stews,  and  meat  loaves  and  how  to  prepare 
kitchen-made  mixes  for  quick  breads  and  cookies.  State  school-lunch 
agencies  followed  up  these  efforts  by  including  demonstrations  of  the 
use  of  dry  milk  in  workshops  held  for  school-lunch  managers  and  cooks. 

As  a  result  of  these  efforts,  the  school-lunch  market  for  nonfat  dry 
milk  solids  has  steadily  expanded.  Last  year,  school-lunch  programs 
used  13.5  million  pounds  of  this  milk  from  the  surplus  stocks  of  the 
Commodity  Credit  Corporation  alone.  With  the  continuing  growth 
of  school-lunch  programs  a  permanent  expansion  in  the  market  for 
nonfat  dry  milk  solids  is  being  accomplished. 

Cost  of  program 

Annual  costs  of  the  program  vary  from  year  to  year,  depending 
upon  the  volume  of  commodities  available  for  distribution  as  a  result 
of  price  support  or  surplus  removal  operations.  For  fiscal  year  1954 
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it  is  estimated  that  the  total  cost  to  the  Government  of  dairy  products 
distributed  both  domestically  and  abroad  was  about  $146  million.  The 
donation  of  these  foods  provides  for  constructive  use  of  surpluses, 
avoids  spoilage,  and  is  a  less  expensive  method  for  utilization  of  sur¬ 
pluses  than  some  sales  programs. 

Legislative  authority 

There  are  two  legislative  authorities  for  the  program:  (1)  section  32 
of  the  act  of  August  24,  1935,  provides  an  annual  appropriation  (equal 
to  30  percent  of  the  annual  customs  receipts)  for  the  general  purpose  of 
expanding  domestic  and  export  markets  for  agricultural  commodities; 
(2)  section  416  of  the  Agricultural  Act  of  1949,  as  amended,  provides 
that  food  commodities  acquired  under  price-support  programs  may  be 
donated  under  certain  conditions  to  eligible  outlets  (school-lunch  pro¬ 
grams,  Bureau  of  Indian  Affairs,  charitable  institutions  and  needy 
persons  in  this  country,  to  nonprofit  institutions  in  this  country  assist¬ 
ing  needy  persons  overseas,  and  to  intergovernmental  agencies). 

NATIONAL  SCHOOL-LUNCH  PROGRAM 

The  national  school-lunch  program  is  a  grant-in-aid  type  of  program 
which  is  administered  by  State  departments  of  education  within  the 
States.  The  objective  of  the  program  is  to  safeguard  the  health  and 
well-being  of  the  Nation’s  children  and  to  encourage  the  domestic 
consumption  of  agricultural  commodities  and  other  food. 

Description  of  program 

Under  this  program  funds  are  paid  to  individual  schools  for  the 
service  of  meals  that  meet  nutritional  standards  established  by  the 
Department  of  Agriculture  and  each  meal  must  include  whole  milk,  if  a 
suitable  supply  is  available  in  the  area.  Schools  located  in  areas  where 
an  adequate  supply  of  fluid  milk  is  not  available  may  be  approved  for 
the  service  of  meals  without  milk  but  at  a  reduced  rate  of  reimburse¬ 
ment.  In  addition,  schools  receive  surplus  foods  acquired  under  price- 
support  and  surplus-removal  operations. 

In  the  fiscal  year  1954,  the  Federal  contribution  to  the  school-lunch 
program  was  $83.4  million  in  appropriated  funds  and  $94  million  in 
surplus  foods. 

Previous  experience 

Federal  assistance  to  school-lunch  programs  began  as  early  as  1935 
with  the  donation  of  surplus  foods  purchased  under  section  32  of  the 
act  of  August  24,  1935.  By  1940  nearly  2.5  million  children  were  par¬ 
ticipating  in  the  program.  The  availability  of  surplus  foods,  however, 
declined  rapidly  soon  after  the  beginning  of  World  War  II  and  in  1943 
funds  were  provided  under  section  32  for  continuation  of  the  program 
on  the  basis  of  cash  payments  to  schools  for  part  of  their  local  food 
purchases.  In  June  of  1946  the  program  was  authorized  on  a  perma¬ 
nent  basis  by  the  National  School  Lunch  Act.  Since  that  date,  the 
program  has  expanded  steadily  to  reach  over  10  million  children  in 
1954,  nearly  one-third  of  total  school  enrollment. 

Effects  on  consumption 

Large  purchases  of  milk  by  schools  have  resulted  from  the  program’s 
emphasis  on  the  service  of  milk,  thus  helping  to  expand  local  markets 
for  milk.  Moreover,  by  helping  to  develop  the  milk-drinking  habit 
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among  children,  the  program  helps  to  build  the  base  for  the  expansion 
of  future  milk  markets.  In  1954  participating  children  consumed 
400  million  quarts  of  milk  as  a  beverage,  more  than  double  the  amount 
used  by  participating  schools  in  1946-47,  the  first  year  of  operation 
under  the  National  School  Lunch  Act.  Milk  used  as  a  beverage  is 
purchased  by  the  schools  from  local  dairies.  Their  expenditures  for 
milk  represented  about  30  percent  of  the  $275  million  spent  locally  for 
food  by  school-lunch  programs  in  the  fiscal  year  1954. 

State  educational  agencies  (which  are  responsible  for  program 
administration  within  the  States)  have  sought  the  assistance  of  State 
Departments  of  Agriculture  and  dairy  groups  to  help  schools  overcome 
local  milk  shortages.  These  efforts,  together  with  the  educational 
efforts  of  schools  to  impress  children  with  the  importance  of  drinking 
milk,  have  resulted  in  a  marked  increase  in  the  number  of  meals 
served  with  milk.  In  1953-54,  96  percent  of  the  1.7  billion  meals 
served  under  the  program  included  fluid  milk  as  a  beverage,  compared 
to  85  percent  in  1946-47,  the  first  year  of  operation  under  the  National 
School  Lunch  Act. 

In  addition  to  fluid  milk  consumption,  schools  received  in  1954,  43 
million  pounds  of  butter,  27  million  pounds  of  cheese,  and  over  13 
million  pounds  of  nonfat  dry  milk  solids  under  the  direct  distribution 
program.  Including  milk  purchased  as  a  beverage  and  the  donated 
dairy  products,  the  school-lunch  program  accounted  for  about  2 
billion  pounds,  in  milk  equivalent,  in  1954. 

Cost  of  program 

The  cost  of  the  program  to  the  Government  in  the  fiscal  year  1954 
was  $83.4  million  in  appropriated  funds  and  $94  million  in  donated 
foods.  State  and  local  sources  contributed  $113  million  and  over  $300 
million  came  from  participating  children.  Total  contributions  from 
all  these  sources  amounted  to  nearly  $600  million. 

Legislative  authority 

The  program  is  authorized  under  the  National  School  Lunch  Act  of 
1946.  The  act  provides  for  advances  of  funds  to  the  States  to  be 
matched  from  sources  within  the  States.  Section  6  of  the  act  pro¬ 
vides  that  part  of  the  annual  appropriation  may  be  used  by  the 
Department  to  purchase  food  for  direct  distribution  to  participating 
schools. 

SPECIAL  SCHOOL  MILK  PROGRAM 

The  special  school  milk  program,  announced  by  the  Department  on 
September  10,  1954,  is  designed  to  move  more  milk  directly  into  con¬ 
sumption  channels  by  assisting  States  and  local  communities  to  in¬ 
crease  the  serving  of  milk  in  schools. 

Description  of  program 

Increases  in  consumption  are  accomplished  under  the  program  by 
reimbursing  schools  for  a  portion  of  the  cost  of  additional  milk  served . 
A  base  is  established  for  each  participating  school,  representing  con¬ 
sumption  of  milk  by  children  last  year.  Schools  which  previously 
served  milk  may  be  reimbursed  up  to  a  maximum  of  4  cents  for  each 
one-half  pint  served  in  excess  of  their  base.  Schools  that  previously 
had  no  milk  service  are  reimbursed  up  to  a  maximum  of  3  cents  per 
half  pint  served.  The  program  will  help  to  stimulate  increased  con- 
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sumption  in  those  schools  now  serving  milk,  as  well  as  encourage  the 
establishment  of  milk  service  in  more  schools  throughout  the  country. 

School  officials  are  given  wide  latitude  in  deciding  how  and  when 
the  additional  milk  will  be  served  in  school.  It  may  be  served  with 
the  noon  lunch  or  at  any  other  time  during  the  school  day. 

Previous  experience 

In  the  fiscal  years  1941  through  1943  the  Department  operated  a 
penny  milk  program.  Under  this  program  schools  received  a  Federal 
reimbursement  in  an  amount  equal  to  marketing  costs  per  half  pint 
of  milk ,  children  paid  1  cent  and  the  remainder  was  made  up  by  local 
sources.  This  program  was  merged  with  the  school-lunch  program 
in  1943.  In  the  school-lunch  program,  which  was  established  on  a 
permanent  basis  in  1946  by  the  National  School  Lunch  Act,  a  maxi¬ 
mum  Federal  reimbursement  of  2  cents  per  half  pint  of  milk  was 
permitted  with  the  remainder  being  paid  by  either  the  children  or 
from  local  sources.  In  recent  years,  however,  many  States  have  dis¬ 
continued  reimbursement  for  milk  as  a  separate  serving  in  order  to 
concentrate  available  funds  on  reimbursement  for  complete  meals. 

Effects  on  consumption 

The  program  is  designed  to  encourage  greater  consumption  in 
schools  already  serving  milk  and  has  been  made  particularly  attractive 
to  schools  not  now  serving  milk.  Since  it  was  initiated  in  most  States 
during  October  and  November,  it  is  too  early  to  determine  its  probable 
effects  in  terms  of  the  amount  of  increased  consumption  that  will  be 
obtained.  However,  it  is  estimated  that  funds  available  would 
permit  the  additional  consumption  of  over  600  million  pounds  of  fluid 
milk  on  an  annual  basis. 

Cost  of  program 

The  program  is  to  cost  not  to  exceed  $50  million  for  each  of  the 
school  years  1955  and  1956.  Administrative  costs  will  be  low  because 
the  program  is  being  operated  through  the  Agencies  now  administering 
the  national  school-lunch  program. 

Parents  of  participating  children  will  pay  part  of  the  costs  of  the 
additional  milk  served  which  may  range  from  1  cent  up  to  4  or  5  cents, 
depending  partly  on  costs  of  milk  in  the  area. 

Legislative  authority 

The  program  is  authorized  imder  section  201  (c)  of  the  Agricultural 
Act  of  1949,  as  amended,  which  authorized  the  expenditure  of  not  to 
exceed  $50  million  annually  for  2  years  to  increase  milk  consumption 
in  schools. 

FAMILY  MILK  PROGRAM 

A  family  milk  program  could  be  designed  to  increase  the  market  for 
fluid  milk  by  making  it  possible  for  low-income  families  to  consume 
more  adequate  quantities  of  fresh,  fluid  milk.  There  are  many 
.administrative  problems  inherent  in  a  program  of  this  nature  and 
experimental  operations  would  be  needed  prior  to  inauguration  of  an 
actual  program  in  order  to  determine  program  costs,  results,  and  the 
most  effective  administrative  procedures. 

Food  consumption  surveys  show  that  higher  incorne  families  drink 
considerably  more  milk  than  do  low-income  families.  It  would 
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appear,  therefore,  that  low-income  families  would  readily  purchase 
more  fluid  milk  if  the  price  were  lower  in  relation  to  their  food  budgets. 

A  possible  method  of  operating  such  a  program  would  be  as  follows: 

1.  Eligible  families  could  be  issued  coupons  good  for  part  of 
the  purchase  cost  of  milk  from  any  retail  store  or  dairy  partici¬ 
pating  in  the  program. 

2.  State,  county,  or  municipal  welfare  agencies,  under  an 
agreement  with  the  Department,  would  be  responsible  for  cer¬ 
tifying  of  applicant  families  and  issuing  coupons. 

3.  Retail  outlets  accepting  coupons  would  use  them  in  partial 
payment  to  dairies  in  obtaining  their  regular  deliveries  for  resale. 

4.  Dairies  would  be  reimbursed  directly  by  the  Department  or 
through  a  State  agency,  if  the  latter  were  willing  and  able  to 
accept  such  responsibilities. 

5.  It  is  possible  that  voluntary  arrangements  could  be  worked 
out  with  producers  and  distributors  to  establish  a  special  class 
price  for  additional  milk  consumed  through  this  type  of  program. 
Similar  arrangements  were  worked  out  in  a  previous  program  as 
described  below. 

Previous  exjperience 

Operational  methods  for  this  type  of  program  would  be  similar  to 
those  used  in  the  food-stamp  plan  (operated  from  1939  to  1943)  which 
is  discussed  in  detail  later  in  this  report. 

In  addition,  the  Department  operated  prior  to  World  War  II  a 
‘belief  milk  program”  which  distributed  fluid  milk  at  a  reduced  price 
and  generally  through  milk  stations,  to  needy  persons.  The  program 
was  undertaken  in  Boston,  Chicago,  New  Orleans,  New  York,  St. 
Louis,  and  Washington,  D.  C. 

The  principal  points  of  the  latter  program  were:  Farmers  sold  the 
milk  at  a  price  below  the  regular  price  for  fresh  fluid  milk  but  above 
the  price  for  manufacturing  purposes.  Milk  distributors  bid  com¬ 
petitively  for  contracts  to  supply  the  certifled  families.  Handlers  re¬ 
ceived  a  certain  amount  per  quart  from  the  families  and,  in  addition, 
received  an  indemnity  payment  from  USDA.  Only  families  certified 
as  eligible  by  local  authorities  were  permitted  to  buy  milk  at  the  special 
price.  For  fiscal  year  1942,  participating  families  purchased  65  million 
quarts  at  an  estimated  cost  to  the  Government  of  $2.4  million.  A 
study  made  in  Washington,  D.  C.,  indicated  that,  during  the  program, 
participants  purchased  2.65  quarts  per  person  per  week  as  compared 
to  their  previous  purchases  of  0.78  quart  while  a  control  group  of  non¬ 
participants  purchased  0.56  quart  per  person,  as  compared  to  their 
previous  purchases  of  0.67  quart. 

Effects  on  consumption 

No  current  information  is  available  as  to  the  extent  to  which  low- 
income  families  might  wish  to  increase  consumption  at  substantial 
price  reductions. 

However,  it  is  estimated  that  fluid-milk  consumption  could  be  in¬ 
creased  among  low-income  families  by  at  least  1  quart  per  person  per 
week.  If  a  program  could  be  extended  to  as  many  as  7  million  of  the 
8  to  10  million  persons  who  would  be  eligible  for  this  type  of  program, 
total  milk  consumption  could  be  increased  by  about  750  million  pounds 
annually. 
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Cost  of  'program 

Experimental  operations  would  be  needed  before  any  reasonably  ac¬ 
curate  estimate  of  costs  could  be  made.  It  is  roughly  estimated, 
however,  that  a  program  of  the  size  described  above  would  cost  in  the 
neighborhood  of  $75  million  annually. 

Administrative  costs  would  be  relatively  high  in  this  type  of  pro¬ 
gram.  State  and  local  welfare  organizations  would  be  concerned  with 
determination  and  certification  of  eligible  families  and  distribution  of 
stamps  or  purchase  certificates.  In  addition,  many  thousands  of  re¬ 
tailers  and  dairies  would  be  involved  in  handling  some  type  of  special 
coupons. 

Administrative  problems 

A.  Mechanics  of  operation. — Operating  problems  in  this  program 
would  differ  depending  upon  the  particidar  form  of  operation  estab¬ 
lished.  Home  delivery  of  milk  would  permit  the  program  to  operate 
through  dairy  companies  with  the  dairy  company  maintaining  delivery 
records.  Operations  through  stores  or  milk  stations  would  require 
some  form  of  stamp  or  certificate.  In  the  latter  case,  there  would  be 
additional  problems  depending  on  whether  the  certificate  was  valued 
at  the  full  price  of  the  milk  and  sold  at  a  reduced  price  to  the  client 
or  whether  the  certificate  was  valued  at  the  amount  of  reimbursement 
and  the  client  paid  the  difference  between  the  store  price  and  the 
value  of  the  certificate.  It  might  also  be  necessary  to  vary  the  rate 
of  assistance  by  income  of  the  family  and  milk  prices  in  different  areas. 

B.  Compliance  problems. — In  the  case  of  the  food  stamp  plan  the 
major  compliance  problem  was  the  purchase  of  nonfood  items  with 
stamps  intended  solely  for  food.  Other  compliance  problems,  such  as 
sale  of  stamps  for  cash,  occurred  less  freq^uently.  It  would  be  expected 
that  such  compliance  problems  could  be  considerably  reduced  in  a 
family  milk  program  because  only  one  food  item  would  be  involved. 

Legislative  authority 

Specific  legislative  authority  would  be  needed  in  order  to  operate 
a  program  of  this  nature  on  a  national  basis.  The  program  could  be 
operated  on  a  limited  basis  under  section  32  of  the  act  of  August  24, 
1935 — existing  legislation  provides  that  section  32  funds  must  be  spent 
principally  for  perishable  foods  other  than  those  for  which  price  sup¬ 
port  is  mandatory  such  as  milk  and  butterfat.  Under  this  provision, 
therefore,  the  amount  of  section  32  funds  available  each  year  for  a 
family  milk  program  would  depend  upon  the  volume  of  section  32 
expenditures  on  perishable  foods  for  which  price  support  is  not 
mandatory. 

TWO-PRICE  PLAN  FOR  .ENCOURAGEMENT  OF  GREATER  FLUID-MILK 

CONSUMPTION 

The  objective  of  this  proposal  would  be  to  increase  sales  and  con¬ 
sumption  of  fiuid  whole  milk  and  thereby  reduce  price-support  pur¬ 
chases  of  manufactured  dairy  products. 

Fluid-milk  sales  on  retail  home-delivery  routes  would  be  made  at 
two  different  price  levels.  One  would  be  the  normal  level  of  market 
prices  for  fluid  milk  and  would  cover  base  quantities  equal  to  purchases 
during  a  recent  representative  period.  The  other  price  level  would  be 
lower,  and  would  apply  to  sales  in  excess  of  base  quantities.  This 
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lower  level  would  be  made  possible  by  authorizing  use  of  milk  at  lower 
than  the  regular  class  I  price. 

Sales  bases  would  be  established  for  each  customer  on  retail  delivery 
routes  at  levels  representing  normal  purchases,  and  the  lower  price 
would  apply  only  to  each  consumer’s  purchases  above  the  base  quan¬ 
tities.  This  type  of  control  could  not  be  exercised  through  retail 
stores  selling  milk.  In  order  to  participate  in  the  plan  these  stores 
would  have  to  develop  a  quantity  discount  plan  with  their  wholesale 
suppliers,  applicable  only  to  sales  in  excess  of  base  quantities.  The 
discount  at  the  wholesale  level  would  then  be  carried  forward  as  a 
similar  quantity  discount  to  retail  customers. 

Because  of  the  nature  of  the  two-price  plan,  machinery  would  have 
to  be  established  for  auditing  milk  distributors’  records  as  to  base 
sales  and  the  quantities,  prices,  and  costs  of  the  milk  handled  through 
the  program.  Provision  would  also  have  to  be  made  from  time  to 
time  to  enlarge  the  normal  sales  bases  to  reflect  market  growth. 
Introduction  of  the  plan  in  each  market  area  should  be  carried  out 
by  negotiation  with  the  milk  producers  and  distributors  and  also 
State  or  Federal  officials  in  cases  of  regulated  markets.  The  negotia¬ 
tions  with  milk  producers  would  turn  on  the  amount  of  reduction 
from  the  established  class  I  price  for  milk  handled  through  the  plan. 
Presumably  the  price  for  this  milk  would  fall  somewhere  between 
local  market  price  for  milk  used  for  manufacturing  purposes  and  the 
local  class  I  price.  If  effectively  conducted,  the  reduction  in  dealers’ 
cost  to  equivalent  of  manufacturing  milk  prices  in  the  market  need 
not  reduce  farmers’  returns;  the  milk  merely  would  be  channeled  to 
bottles  for  increased  consumption  instead  of  into  factory  products. 

Any  reduction  in  distributive  margins  would  depend  on  decisions  of 
local  milk  distributors.  In  markets  where  the  difference  between  the 
local  class  I  price  to  producers  and  the  price  of  milk  for  manufacturing 
purposes  was  small,  the  CCC  could,  through  payments,  make  possible 
a  larger  retail  price  reduction  than  the  above  price  difference  would 
permit. 

Previous  experience 

There  has  been  no  previous  experience  with  this  particular  kind  of 
plan  in  the  United  States,  although  as  discussed  elsewhere  in  the 
report,  programs  have  been  in  use  which  provided  lower  prices  to  a 
portion  of  the  population. 

Some  administrative  problems. 

Several  very  serious  administrative  and  trading  practice  problems 
are  involved  in  the  operation  of  this  plan.  On  the  surface,  this  plan 
for  offering  consumers  substantially  lower  prices  for  increases  in  milk 
use  holds  considerable  promise.  The  main  drawback  is  that  it  would 
tend  to  stimulate  serious  price  cutting  at  wholesale  and  retail  store 
levels.  The  net  result  would  be  an  unstable  price  structure  and  ex¬ 
treme  difficulty  in  maintaining  the  base  level  of  sales  at  normal  prices. 
Inability  to  maintain  base  sales  would  endanger  the  entire  program. 

To  establish  sales  bases  for  every  distributor,  every  store  handling^ 
milk,  and  for  every  retail  customer  purchasing  milk  on  retail  routes,, 
would  involve  many  administrative  details.  If,  in  the  interest  of, 
simplifying  the  administrative  problems,  sales  bases  are  established’ 
and  maintained  only  at  distributor  levels,  serious  instability  of  market 
prices  and  competitive  price  relationships  might  be  created.  Each. 
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firm,  whether  distributor  or  store,  might  try  to  jockey  for  com¬ 
petitive  sales  advantage  and  the  end  result  could  be  such  price  cutting 
that  would  cut  returns  to  farmers  and  to  milk  distributors.  In  markets 
in  which  minimum  class  prices  for  milk  purchases  from  producers  are 
established  by  Federal  or  State  authority,  milk  distributors  would 
be  extremely  reluctant  to  join  in  any  plan  whose  inevitable  effect 
would  be  to  accentuate  price  cutting  at  wholesale  and  retail  levels. 
In  markets  in  which  State  authorities,  13  in  number,  have  established 
and  enforce  minimum  milk  prices  at  wholesale  and  retail  levels,  nego¬ 
tiations  for  establishment  of  lower  wholesale  and  retail  prices  would 
have  to  be  undertaken. 

Effectiveness  in  accomplishing  objective 

It  is  not  possible  to  make  an  accurate  estimate  of  the  effectiveness 
of  the  plan  in  terms  of  increased  consumption  of  fluid  whole  milk 
because  of  lack  of  operating  experience  with  a  plan  of  this  kind. 
Nor  is  it  possible  to  estimate  accurately  the  expected  sales  increases 
with  given  price  levels.  The  chief  difficulty  lies  in  the  inability  to 
determine  whether  consumers  would  react  according  to  the  difference 
between  the  normal  price  of  milk  and  the  reduced  price,  or  according 
to  the  difference  between  the  average  price  of  milk  with  the  plan  and 
without  the  plan.  Both  types  of  reactions  probably  would  prevail. 
It  is  likely,  however,  that  the  increase  in  purchases  probably  would 
be  greater  than  it  would  be  as  a  result  of  a  reduction  in  average  price 
(for  all  units)  equivalent  to  that  brought  about  by  a  reduction  in 
cost  of  additional  units,  and  therefore  this  method  of  price  reduction 
would  result  in  an  increase  in  consumer  expenditures.  In  other  words, 
the  effects  of  this  method  would  be  to  bring  an  increase  in  consumer 
expenditures  for  an  item  with  inelastic  demand. 

The  establishment  of  this  kind  of  plan  would  require  negotiation 
with  milk  producers  and  distributors  in  each  milk  market  into  which 
the  plan  is  introduced.  The  reduction  in  price  of  milk  resulting  from 
the  plan  would  differ  among  markets,  depending  mainly  on  the  pre~ 
vailing  differences  between  prices  of  class  I  and  other  milk.  Aside 
from  administrative  costs,  there  would  be  no  cost  to  the  Federal 
Government  unless  it  was  desired  to  achieve  reduction  in  the  retail 
price  of  milk  handled  in  the  program,  over  the  equivalent  of  difference 
between  class  I  and  the  lower  priced  milk. 

Administrative  cost  of  operating  the  program,  once  it  was  estab¬ 
lished,  would  vary  with  the  number  of  firms  in  each  market  and  the 
compliance  problems  involved.  It  would  probably  be  substantially 
larger  than  present  costs  of  administering  Federal  milk  orders  (2  to 
5  cents  per  hundredweight  of  all  milk  handled)  because  of  the  more 
complicated  accounting  and  audit  procedures  which  would  be  neces¬ 
sary.  It  would  be  necessary  to  conduct  one  or  more  pilot  operations 
before  reliable  estimates  could  be  made  of  the  several  aspects  of  the 
program,  such  as  details  of  cost  and  its  effectiveness. 

Because  of  the  administrative  difficulties  involved  in  carrying  the 
necessary  price  stratification  through  to  retail  consumer  levels,  it  has 
been  suggested  that  the  program  might  be  limited  to  certain  wholesale 
outlets  such  as  hospitals,  prisons,  educational  institutions  serving 
meals,  and  perhaps  also  to  all  food  establishments  serving  milk  for 
consumption  on  the  premises.  Such  a  limited  program  would  avoid! 
the  tendencies  to  price  instability  and  difliculties  of  maintaining  base 
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sales  and  would  greatly  reduce  administrative  problems  and  costs. 
But  the  increase  in  consumption  of  fluid  milk  to  be  expected  under 
such  a  plan  would  be  small  because  of  budget  limitations  on  public 
institutions  and  because  the  price  reductions  which  could  be  achieved 
in  restaurants  would  not  be  impressive.  A  reduction  of  4  cents  per 
quart  is  a  reduction  of  only  1  cent  per  half  pint. 

PLENTIFUL  FOODS  PROGRAM 

Through  the  plentiful  foods  program,  food-trade  groups  and  the 
Department  cooperate  in  merchandising  programs  to  increase  the 
purchase  and  use  of  plentiful  foods  through  normal  channels  of  trade. 
Department  cooperation  in  the  industry’s  June  dairy  month  promotion 
campaign  is  an  annual  feature  of  this  program. 

During  June  dairy  month  the  Department  assists  the  industry  by 
bringing  their  promotional  efforts  to  the  attention  of  food  wholesale 
and  retail  outlets  and  the  press,  radio,  and  television.  This  is  accom¬ 
plished  through  informational  releases,  direct  contacts  with  key  food 
distributors  in  major  markets  throughout  the  country,  and  through 
cooperative  work  with  national  and  State  dairy  associations  respon¬ 
sible  for  the  industry’s  merchandising  program.  In  addition,  contin¬ 
uing  attention  is  given  to  dairy  products  in  heavy  supply  through 
the  monthly  Plentiful  Foods  List  which  is  distributed  to  food  trades 
groups,  allied  food  industries  such  as  restaurants  and  informational 
media. 

As  a  result  of  these  activities,  the  dairy  industry’s  efforts  to  focus 
attention  upon  the  abundant  supplies  of  dairy  products  and  their 
importance  to  good  diets  is  supported  in  a  variety  of  ways  by  the 
food  trades  and  allied  industries,  in-store  displays,  food-store  adver¬ 
tisements,  food  and  women’s  page  features  in  newspapers  and  on 
radio  and  television,  and  other  promotions  which  stimulate  sales  of 
dairy  products. 

Previous  experience 

The  plentiful  foods  program  was  developed  in  1947.  It  was 
designed  to  enlist  the  cooperation  of  food  trade  groups  in  merchandis¬ 
ing  programs  to  increase  purchases  and  use  of  plentiful  foods.  The 
program  was  an  outgrowth  of  work  undertaken  with  food  trade  groups 
during  World  War  II  wliich  directed  attention  to  unrationed  plentiful 
foods  as  a  means  of  easing  pressure  on  scarce  rationed  items. 

Effects  on  consumption  of  milk  and  dairy  products 

No  direct  measure  is  available  on  the  effectiveness  of  this  work  in 
expanding  markets  for  dairy  products.  In  individual  instances  it  is 
known  that  this  type  of  activity  has  increased  sales.  On  an  overall 
basis,  however,  it  is  not  possible  to  isolate  any  single  one  of  the  many 
factors  which  influence  or  determine  consumption  levels  at  a  given 
period  of  time.  Further,  the  results  of  a  coordinated  effort  on  the  part 
of  the  Government  and  the  dairy  industry  to  expand  consumption  of 
dairy  products  may  be  more  important  in  terms  of  future  rather  than 
present  consumption  levels. 

Legislative  authority 

The  program  is  operated  under  section  32  of  the  act  of  August  24, 
1935. 
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FOOD  STAMP  PLAN 

The  food  stamp  plan  ^  was  a  Federal  subsidy  paid  to  low-income 
consumers  in  the  form  of  blue  stamps  to  be  used  for  the  purchase  of 
specified  surplus  foods  in  cooperating  retail  food  outlets.  As  a 
condition  for  receiving  the  free  blue  stamps,  consumers  were  required 
to  buy  specified  quantities  of  orange-colored  stamps  to  be  used  for  the 
purchase  of  any  food  products.  This  was  to  maintain  out-of-pocket 
food  expenditures  so  that  surplus  products  bought  with  the  free  blue 
stamps  represented  a  net  increase  in  food  consumption.  The  program 
was  initiated  in  May  1939  when  large-scale  unemployment  existed. 
It  was  discontinued  in  1943  when  employment  and  demand  for  food 
both  had  increased  sharply. 

E;ffect  on  food  consumption 

During  its  4-year  period  of  operation,  the  food  stamp  plan  showed  the 
advantages  of  using  regular  trade  channels  to  make  additional  foods 
available  to  low-income  families.  It  proved  to  be  an  effective  means 
of  increasing  total  food  purchases  among  families  participating  in  the 
program.  During  the  4  years  a  total  of  $261  million  was  provided  in 
added  purchasing  power  to  participating  families. 

However,  the  plan  was  more  effective  in  the  case  of  some  commod¬ 
ities  than  in  others.  In  meeting  some  seasonal  surplus  problems  for 
perishables,  a  direct  Government  purchase  during  the  peak  production 
period  was  a  more  effective  and  economical  method  of  stabilizing 
producers’  prices.  There  were  so  many  commodities  eventually 
designated  as  surplus  items  to  be  bought  with  blue  stamps  that  the 
program  became  considerably  less  effective  in  bringing  about  a  net 
increase  in  consumption  in  specific  items. 

Butter  was  the  only  dairy  product  specifically  included  under  the 
stamp  program.  Butter  had  been  previously  distributed  under  a 
direct  distribution  program  at  a  rate  about  equivalent  to  the  average 
national  consumption.  Under  the  stamp  plan,  studies  indicated  that 
3  northern  cities  increased  their  consumption  considerably,  while  2 
southern  cities  purchased  only  about  half  as  much  butter  on  a  per 
capita  basis  as  they  had  been  receiving  under  direct  distribution. 
Butter  was  listed  as  a  surplus  food  35  out  of  the  46  months  that  the 
plan  was  in  operation. 

Up  to  December  15,  1940,  approximately  one-fourth  of  the  stamps 
were  used  to  purchase  butter,  and  one-fourth  eggs.  Fresh  fruits  and 
vegetables  took  another  fourth  and  staples  the  balance.  When  pork 
was  added  in  December,  it  took  about  one-fourth,  chiefly  at  the 
expense  of  butter,  eggs,  and  lard. 

Program  cost  , 

Peak  expenditure  under  this  program  was  $112  million  in  the  fiscal 
year  1942.  In  that  year,  nearly  4  million  persons  were  participating. 

It  should  be  noted  that  the  stamp  plan  administration  made  exten¬ 
sive  use  of  relief  labor  to  handle  paperwork  in  the  localities  partic¬ 
ipating,  and  that  both  the  cost  of  labor  and  the  cost  of  food  would 
be  a  great  deal  higher  in  any  program  operated  under  present 
circumstances. 


2  See  concluding  paragraph  for  description  of  similar  program,  The  Food  Allotment  Plan. 
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Legislative  authority 

The  program  operated  from  May  1939  to  February  1943  under 
section  32  of  the  act  of  August  24,  1935,  with  specific  authorization 
made  by  Congress  each  year  in  appropriation  acts. 

FOOD  ALLOTMENT  PLAN 

Legislation  has  been  introduced  in  Congress  on  several  occasions 
to  provide  for  a  food-allotment  plan  but  no  further  action  has 
developed. 

The  plan  is  essentially  a  modification  of  the  food-stamp  plan  which 
would  make  low-income  families  eligible  for  food  assistance  in  addi¬ 
tion  to  welfare  families  eligible  under  the  food-stamp  plan.  The  plan 
establishes  a  basic  food  allotment  per  person  per  week  in  terms  of 
quantities  for  specified  groupings  of  foods  with  provision  for  modifica¬ 
tion  by  the  Secretary.  Food  coupons  would  be  sold  to  families  at 
an  amount  not  to  exceed  40  percent  of  the  household  income  or  25 
percent  of  the  face  value  of  the  coupons,  whichever  may  be  greater. 
These  would  be  used  as  cash  in  grocery  stores.  The  Secretary  would 
be  empowered  to  require  each  household  to  use  not  more  than  33 K 
percent  of  the  face  value  of  food  allotment  coupons  to  buy  specifically 
designated  foods  or  to  issue  free  coupons  for  designated  commodities 
in  conjunction  with  purchase  of  food-allotment  coupons. 


SECTION  IV 


OTHER  PROPOSALS 

A  number  of  other  proposals  have  been  made  for  handling  the  dairy- 
surplus  problem.  Some  of  these  can  be  conducted  under  present  legal 
authority,  while  others  would  require  new  legislation.  Moreover  some 
of  these  proposals  might  be  considered  special  cases,  for  example,  of 
an}^  one  of  the  general  proposals  discussed  in  preceding  sections. 

CONTROL  OF  IMPORTS  OF  DAIRY  PRODUCTS 

Many  different  types  of  proposals  for  controlling  imports  have  been 
suggested  as  a  means  of  supporting  domestic  prices  of  dairy  products 
as  well  as  prices  of  other  agricultural  commodities.  Generally, 
these  proposals  provide  for  a  complete  prohibition  on  all  imports 
as  long  as  domestic  prices  are  below  certain  specified  levels,  such  as 
parity,  90  percent  of  parity,  etc. 

In  the  case  of  dairy  products,  these  import  control  proposals  by 
themselves  would  not  be  adequate  to  support  prices.  Only  a  relatively 
small  part  of  the  total  supply  of  dairy  products  (less  than  1  percent) 
consists  of  imports. 

Imports  controls,  however,  can  be  used  in  connection  with  a  dairy 
price-support  program  to  prevent  dairy  products  from  being  imported 
in  such  quantities  and  under  such  conditions  as  to  materially  interfere 
with  the  operations  of  a  price-support  program.  When  United  States 
market  prices  are  at  support  levels  and  these  levels  are  above  prices  in 
foreign  countries,  substantial  quantities  of  dairy  products  would  be 
attracted  to  the  United  States  from  other  surplus-producing  nations, 
notwithstanding  substantial  tariffs  in  effect,  in  the  absence  of  import 
controls.  At  the  present  time,  import  controls  are  in  effect  on  certain 
manufactured  dairy  products  (butter,  Cheddar  cheese,  Edam  and 
Gouda  cheese,  blue-mold  cheese,  designated  Italian-type  cheeses, 
nonfat  dr\  milk  solids,  dried  whole  milk,  dried  buttermilk,  dried  cream, 
malted  milk,  and  compounds)  under  the  provisions  of  section  22  of  the 
Agricultural  Adjustment  Act,  as  amended.  These  controls  are  in  the 
form  of  quotas  which  are  based  on  imports  in  a  representative  period. 

PROHIBIT  THE  SALE  OF  LOW-QUALITY  DAIRY  PRODUCTS 

It  has  been  suggested  that  the  surplus  of  dairy  products  might  be 
eliminated  and  the  price-support  problem  solved  if  low-quality  dairy 
products  were  barred  from  the  markets.  The  objective  of  such  a 
proposal  would  be  to  reduce  the  total  supply  in  the  market  and  to 
strengthen  the  demand  by  offering  consumers  only  high-quality  prod¬ 
ucts.  It  is  generally  recognize J  that  the  dsmand  for  all  dairy  products 
may  be  adversely  alfecte  :’  if  a  small  proportion  of  the  total  supply  is 
of  low  quality. 
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The  Federal  Food,  Drug,  and  Cosmetic  Act,  and  regulations  issued 
thereunder,  prohibit  interstate  commerce  in  foods  that  are  unfit  for 
human  consumption.  Substantially  all  of  the  States  have  similar 
laws  or  regulations  that  make  it  unlawful  to  market  such  foods.  The 
Federal  law  and  most  of  the  State  laws,  however,  do  not  contain 
authority  to  prohibit  the  marketing  of  low-quality  foods  unless  th(‘y 
are  unfit  for  consumption  or  are  improperly  labeled. 

A  Federal  law  to  prohibit  interstate  commerce  in  foods  of  quality 
below  certain  standards  but  not  harmful  to  health  would  have  far- 
reaching  and  unprecedented  implications  with  respect  to  the  Govern¬ 
ment  regulation  of  both  agricultural  and  industrial  commodities.  It 
would  involve  major  policy  questions.  It  is  doubtful  that  such  legis¬ 
lative  action  should  be  undertaken  as  a  solution  to  a  surplus  and 
price-support  problem. 

Encouragmg  progress  in  quality  improvement  is  being  made  in 
many  dairy  areas  under  regulatory  and  voluntary  programs.  Greater 
and  faster  achievement  in  this  field  through  Federal,  State,  and  indus¬ 
try  cooperative  efforts,  would  further  strengthen  the  market  demand 
for  dauy  products,  improve  returns  to  producers  and  reduce  the  need 
for  price  supports.  It  appears  that  the  most  effective  approach  to 
the  quality  problem  is  raising  the  quality  of  milk  and  butterfat  in 
farm-separated  cream  used  in  making  dairy  products.  It  is  primarily 
an  industry  job.  Greater  progress  could  be  encouraged  by  the  wider 
use  of  the  voluntary  Federal-State  cooperative  inspection  and  grad¬ 
ing  service  now  available  to  the  industry,  by  more  widespread  prac¬ 
tice  among  processors  of  paying  farmers  for  milk  and  butterfat  on  a 
quality  basis,  and  by  more  effective  local  regulations  in  some  areas  to 
prevent  the  purchase  and  processing  of  unsuitable  milk  and  butterfat. 

It  occasionally  has  been  suggested  that  low-quality  dairy  products 
be  purchased  and  removed  from  the  market  under  the  price-suppoit 
program.  It  is  apparent  that  such  action,  which  would  provide  a 
ready  outlet  for  such  products,  would  only  discourage  rather  than 
encourage  quality  improvement.  It  also  would  involve  problems  of 
storage  as  well  as  use  of  such  products  in  school  lunch  and  other 
available  outlets. 

INCREASE  THE  MILK-FAT  CONTENT  OF  FLUID  MILK 

It  has  been  suggested  that  milk  dealers  be  required  to  increase  the 
milk-fat  content  of  milk  distributed  for  consumption  as  fluid  milk  as 
a  means  of  solving  the  surplus  problem.  The  feasibility  of  the 
proposal  is  doubtful.  The  minimum  butterfat  contents  of  milk  sold 
for  consumption  as  fluid  are  subject  to  State  and  other  local  laws  and 
regulations  rather  than  Federal  regulations.  The  State  minimums 
range  from  3. 0-3. 8  percent  of  milk  fat.  Available  data  indicate  I  hat 
the  fat  test  of  fluid  milk  most  commonly  sold  by  dealers  is  well  above 
the  legal  minimum  in  nearly  all  States  of  the  Nation.  Substantial 
increases  in  the  minimums  w^ould  be  necessary  to  raise  the  milkfat 
content  in  most  markets. 

An  increase  in  the  milk-fat  content  of  milk  would  require  an  increase 
in  the  retail  price  to  consumers,  if  farmers  were  to  benefit  from  such 
action.  Both  high-test  and  standard-test  milk  have  been  available  to 
consumers  in  many  markets  at  a  price  differential.  The  majority  of 
consumers  apparently  are  not  willing  to  pay  the  extra  price  for  the 
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higher  test.  It  appears,  therefore,  that  a  general  increase  in  retail 
price  of  milk  would  discourage  consumption. 

PROHIBIT  OR  TAX  IMITATIONS  AND  SUBSTITUTES 

Either  the  prohibition  or  taxation  of  margarine  or  of  so-called 
imitation  dairy  products  containing  vegetable  oils  in  place  of  milk  fat 
occasionally  is  advocated  as  one  of  the  solutions  to  the  dairy  surplus 
and  price  problem. 

The  dairy  price  problem  in  recent  years  has  been  attributable  in 
large  part  to  the  marked  decrease  in  consumption  of  butter.  The 
uptrend  in  margarine  consumption  has  been  an  important  factor  in 
this  situation.  For  many  years  margarine  was  subject  to  Federal 
taxes  as  well  as  many  State  taxes  or  other  restrictions.  The  Federal 
taxes  were  repealed  by  Public  Law  459,  effective  July  1,  1950.  This 
law  prescribed  certain  regulations  concerning  the  labeling  and  serving 
of  the  product.  Most  of  the  State  taxes  and  restrictions  on  the 
product  also  have  been  removed. 

Public  Law  513,  approved  March  4,  1923,  as  amended,  prohibits  the 
shipment  in  interstate  and  foreign  commerce  of  any  filled  milk — that 
is,  fluid  milk,  evaporated  or  condensed  milk,  and  dried  milks — con¬ 
taining  any  fat  or  oil  other  than  milk  fat.  This  act  now  is  in  effect. 
Many  States  also  have  laws  similar  to  the  Federal  Filled  Milk  Act. 
Filled  cheese  is  subject  to  taxes  under  an  act  of  June  6,  1896.  Inter¬ 
state  commerce  in  so-called  imitation  ice  cream  made  of  vegetable 
fats  in  semblance  of  ice  cream  and  properly  labeled  has  not  been  pro¬ 
hibited  since  the  decision  of  the  Supreme  Court  in  1951  that  imitation 
jam  could  be  marketed  in  interstate  commerce  .if  properly  labeled. 
A  number  of  States  have  legalized  the  sale  of  such  a  product  as  imita¬ 
tion  ice  cream  or  under  some  other  specified  name. 

The  only  two  dairy  products  containing  vegetable  fat  that  have 
reached  significant  volumes  are  so-called  imitation  ice  cream  and  filled 
evaporated  milk.  Substantial  quantities  of  filled  evaporated  milk 
are  produced  and  marketed  within  several  States  where  permitted. 
Imitation  ice  cream  also  has  increased  in  quantity  in  a  number  of 
States  in  recent  years.  The  total  volume  of  both  of  these  products, 
however,  as  yet  represents  a  very  small  though  increasing  percentage 
of  the  total  supply  of  milk  and  its  products.  Further  removal  of  the 
restrictions  on  filled  and  imitation  dairy  products,  however,  would 
result  in  large  increases  in  volumes  of  these  products  which  would 
intensify  the  dairy  price  support  problem. 

REVALUATION  OF  BUTTERFAT  AND  NONFAT  SOLIDS 

It  has  been  suggested  that  a  higher  value  on  nonfat  milk  solids  and 
a  correspondingly  lower  value  on  butterfat  would  aid  in  solving  the 
dairy  problem.  This  proposal  apparently  has  been  based  on  the 
view  that  nonfat  milk  solids  have  had  a  very  low  market  value  con¬ 
sidering  their  high  nutritional  value,  as  indicated  b^^  the  low  market 
price  of  nonfat  dry  milk  solids,  and  that  a  decline  in  the  market  value 
of  butterfat  would  permit  a  lower  price  of  butter  and  the  recapture 
of  part  of  the  market  for  the  product  which  has  been  lost  during  the 
last  15  years.  In  appraising  this  proposal  it  is  necessar^^  to  recognize 
that  the  market  value  of  milk  and  its  products,  including  nonfat 
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milk  solids  and  butterfat,  are  determined  mainly  by  the  market 
supply  and  demand  influences  plus  such  supporting  influence  as  may 
be  exerted  through  price-support  programs. 

A  basic  problem  of  the  dairy  industry  for  many  years  has  been  what 
might  be  considered  a  chronic  surplus  of  nonfat  milk  solids  in  relation 
to  the  market  demand.  In  recent  years  there  also  has  been  a  surplus 
of  milk  fat.  Large  quantities  of  skim  milk,  containing  most  of  the 
nonfat  solids  of  the  milk  separated  on  farms,  has  been  retained  on 
the  farms  where  it  has  been  fed  to  livestock  or  wasted.  During  the 
last  20  years  more  and  more  farmers  have  discontinued  farm  sepa¬ 
rating  of  milk  and  have  delivered  whole  milk  to  processing  plants 
instead  of  farm-separated  cream.  This  has  greatly  increased  the 
supply  of  milk  solids  available  in  the  markets  for  human  food  uses. 
This  large  supply  has  tended  to  keep  down  the  market  values  of  the 
nonfat  component  of  milk  as  reflected  in  the  prices  of  nonfat  dry  milk 
solids,  even  though  there  has  been  an  increase  in  demand  for  the 
various  products  containing  nonfat  solids. 

The  market  prices  of  both  butterfat  and  nonfat  milk  solids  have 
been  influenced  in  recent  years  by  the  Government  purchases  of  butter 
and  nonfat  dry  milk  solids  under  the  programs  to  support  prices  to 
farmers  for  milk  and  butterfat.  It  should  be  noted  that  milk  contains 
about  twice  as  many  pounds  of  nonfat  milk  solids  as  butterfat. 
During  the  last  6  years  Commodity  Credit  Corporation  has  purchased 
and  moved  from  the  market  more  than  twice  as  many  pounds  of 
nonfat  dry  milk  solids  as  of  butter.  Taking  into  consideration  the 
fact  that  a  large  proportion  of  the  butter  is  made  from  farm-separated 
cream,  which  leaves  much  of  the  nonfat  milk  solids  on  the  farms, 
CCC  has  removed  under  the  support  program  a  much  larger  percentage 
of  the  commercial  market  supplies  of  nonfat  milk  solids  than  of 
butterfat. 

CCC  could  have  announced  higher  purchase  prices  for  nonfat  dry 
milk  solids  and  lower  purchase  prices  for  butter  and  still  supported  the 
same  levels  of  prices  of  manufacturing  milk.  The  result  would  have 
been  (a)  a  lower  support  level  for  butterfat  in  farm-separated  cream 
which  would  have  tended  to  discourage  production  and  would  have 
encouraged  a  further  shift  from  farm-separated  cream  to  whole  milk 
deliveries,  (b)  somewhat  greater  consumption  of  butter  in  commercial 
trade  outlets  and  smaller  CCC  purchases  of  that  product,  and  (c)  larger 
production  of  nonfat  dry  milk  solids,  lower  consumption  of  that  prod¬ 
uct  in  commercial  outlets,  and  larger  purchases  of  the  product  by 
CCC.  It  appears  that,  from  the  long-time  standpoint,  such  action 
would  have  increased  supplies  and  cut  consumption  and  therefore 
would  have  intensified  rather  than  helped  to  solve  the  problem  of 
low  market  value  of  nonfat  milk  solids.  Furthermore,  present  legis¬ 
lative  provisions  that  set  a  minimum  level  of  support  for  butterfat 
at  75  percent  of  parity,  would  have  prevented  a  lower  support  level 
for  butterfat  in  the  1954-55  marketing  year, 
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APPENDIX  A 

Department^of  Agriculture 

AGRICULTURAL  MARKETING  SERVICE 
NOTICE  OF  STUDY  OF  DAIRY^PROGRAMS 

Section  204  (f)  of  the  Agricultural  Act  of  1954  provides  as  follows: 

The  Secretary  of  Agriculture  is  directed  to  make  a  study  of  the  various  methods 
of  production  control  and  of  the  various  methods  of  price  support  which  could  be 
made  applicable  to  milk  and  butterfat  and  their  products,  including  programs  to 
be  operated  and  financed  by  dairymen;  and  to  submit  to  Congress  on  or  before  the 
3d  day  of  January  1955,  a  detailed  report  thereof  showing  among  other  things  the 
probable  costs  and  effects  of  each  type  of  operation  studied  and  the  legislation,  if 
any,  needed  to  put  it  into  effect.  The  purpose  of  the  study  and  report  is  to  develop 
basic  material  which  can  be  used  by  Congress  in  formulating  an  improved  agri¬ 
cultural  program  for  milk  and  butterfat  and  their  products.  Alternative  programs 
are  to  be  submitted  for  consideration  by  Congress  and  for  possible  submission  to  a 
referendum  of  dairy  farmers.  The  Secretary  may  conduct  such  hearings  and 
receive  such  statements  and  briefs  in  connection  with  such  study  as  he  deems 
appropriate. 

Pursuant  to  such  statute,  the  Secretary  of  Agriculture  is  making  a 
study  of  the  various  methods  of  production  control  and  of  price 
support  which  could  be  made  applicable  to  milk  and  butterfat  and 
their  products  with  the  view  of  submitting  a  detailed  report  to  the 
Congress  on  or  before  January  3,  1955. 

Any  interested  person  may  submit  any  statement  or  brief  concerning 
any  method  for  controlling  the  production  of  milk  or  for  supporting 
the  prices  of  dairy  products.  All  submissions  should  be  addressed  to 
the  Secretary  of  Agriculture,  United  States  Department  of  Agriculture, 
Washington  25,  D.  C.  Submissions  should  be  made  as  soon  as  possible 
but  in  no  event  later  than  November  15,  1954,  in  order  that  they  may 
be  analyzed  thoroughly. 

Done  at  Washington,  D.  C.,  this  19th  day  of  October  1954. 

Frederick  V.  Waugh, 

Director,  Agricultural  Economics  Division, ^ 

Marketing  Research  and  Statistics. 


APPENDIX  B 

Price-Support  Programs  in  Major  Foreign  Dairy  Countries  * 

INTRODUCTION 

In  appraising  domestic  types  of  price-support  programs  for  use  in 
the  United  States,  it  is  of  value  to  know  the  provisions  of  such  pro¬ 
grams  in  effect  in  the  major  foreign  daiiy  countries.  The  United 

1  General  information  in  this  section  was  assembled  by  the  Foreign  Agricultural  Service,  mainly  on  the 
basis  of  information  supplied^by  the[agricultural  attaches. 
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States  is  not  the  only  country  with  dairy  surpluses.  Available  infor¬ 
mation  indicates  that  the  present  support  program  of  the  United 
States  is  not  as  intensive  or  as  all-encompassing  as  some  of  the  foreign 
programs  now  in  use.  There  are  consumer  subsidy  programs  to 
maintain  or  encourage  consumption  of  dairy  products  and  subsidy 
programs  and  support  programs  to  maintain  production.  In  some 
instances  the  price  to  the  consumer  is  subsidized  to  encourage  con¬ 
sumption  at  the  same  time  that  the  price  to  the  producer  is  subsidized 
to  encourage  production.  Some  countries  also  subsidize  the  export  of 
dairy  products  to  the  extent  that  the  export  price  of  butter  and  cheese 
is  less  than  the  domestic  wholesale  price.  In  determining  the  effec¬ 
tiveness  of  various  programs  to  increase  consumption  of  dairy  products 
and  the  merit  of  subsidy  programs,  it  must  be  kept  in  mind  that  all 
other  major  dairy-producing  countries,  in  one  way  or  another,  have 
prevented  dairy  products  from  following  normal  market  chanuels  and 
seeking  prices  based  on  supply  and  demand. 

New  Zealand 

The  New  Zealand  Government  subsidizes  the  price  of  butter  and 
fluid  milk  for  local  consumption.  The  method  of  subsidization  is 
quite  simple  in  purpose;  namely,  to  keep  the  price  of  two  of  New 
Zealand’s  basic  foodstuffs  at  a  low  level  as  part  of  a  program  to  keep 
the  general  cost  of  living  down  and  to  encourage  the  consumption  of 
these  products.  The  funds  for  these  subsidies  come  from  general  tax 
receipts  and  the  cost  is  thus  distributed  over  the  whole  community. 
In  the  fiscal  year  ending  March  31,  1954  (the  last  year  for  which  com¬ 
plete  figures  are  available)  butter  subsidies  cost  a  total  of  £5.3  million 
(1  pound  equals  about  $2.79  U.  S.)  and  milk  subsidies  cost  a  total  of 
£3.1  million. 

The  method  of  subsidization  for  milk  and  butter,  although  involved 
in  an  accounting  sense,  is  quite  simple  in  concept.  The  Government 
decides  the  level  at  which  it  wishes  to  keep  the  retail  price  of  butter 
and  fluid  milk.  Throughout  1954,  the  retail  price  of  milk  has  been 
set  at  9  pence  (1  pence  equals  about  1  cent  U.  S.)  for  an  imperial 
quart  while  the  retail  price  of  butter  has  been  set  at  2  shillings  (1  shil¬ 
ling  equals  about  14  cents  U.  S.)  per  pound. 

The  extent  of  subsidization  necessary  to  achieve  this  price  in  the’ 
case  of  butter  is  directly  related  to  the  prices  guaranteed  to  farmers. 
The  actual  cost  of  the  butter  as  it  goes  to  the  consumer  is  computed 
from  the  calculated  guaranteed  price  plus  costs  involved  in  getting 
butter  into  the  hands  of  the  consumer.  This  price  is  higher  than  the 
pegged  retail  price  and  the  difference  is  made  up  in  a  direct  payment 
by  the  Government  to  the  wholesaler.  At  the  present  time,  official 
figures  indicate  that  the  subsidy  on  butter  is  1  s.  d.  per  pound. 

In  the  case  of  fluid  milk,  the  subsidy  calculation  is  much  more  com¬ 
plicated  because  of  different  conditions  in  different  milk-supply  areas. 
In  addition,  milk-supply  authorities  secure  their  milk  from  producers 
by  different  contract  arrangements.  However,  the  subsidy  on  fluid 
milk  is  indirectly  related  to  the  guaranteed  price  which  only  operates 
on  butter  and  cheese  but  paces  the  entire  dairy  industry  price  struc¬ 
ture.  At  the  present  time,  it  is  estimated  that  the  milk  subsidy  by 
the  Government  is  3)4  pence  on  a  quart  of  milk. 

Dairy  products  prices  are  supported  to  reduce  instability  in  produc¬ 
ers’  incomes.  The  Government  introduced  guaranteed  prices  effec¬ 
tive  from  1937  onward.  At  the  outset  of  each  dairy  marketing  season 
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which  begins  on  September  1,  the  Dairy  Products  Marketing  Com¬ 
mission  announces  the  price  at  which  it  guarantees  to  buy  butter  and 
cheese.  In  determining  this  price,  the  Dairy  Commission  is  required 
by  statute  to  take  into  consideration  the  following  factors: 

(u)  The  necessity  in  the  public  interest  of  maintaining  the 
stability  and  efficiency  of  the  dairy  industry. 

(b)  The  costs  involved  in  the  efficient  production  of  dairy 
produce. 

(c)  The  general  standard  of  living  of  persons  engaged  in  the 
dairy  industry  in  comparison  with  the  general  standard  of  living 
throughout  New  Zealand. 

(d)  Estimated  cost  of  marketing  and  administration. 

(e)  Taking  all  these  points  into  account,  the  price  fixed  is  to 
be  such  that  any  efficient  producer  engaged  in  the  dairy  industry 
under  usual  conditions  and  in  normal  circumstances  should  be 
assured  of  a  sufficient  net  return  from  his  business  to  enable  him 
to  maintain  himself  and  his  family  in  a  reasonable  state  of  comfort. 

The  guaranteed  price  is  the  price  paid  to  the  dairy  companies  by 
the  Marketing  Commission  for  butter  and  cheese  on  an  f.  o.  b.  basis. 
The  dairy  factories  then  make  payouts  to  suppliers  which  vary  accord¬ 
ing  to  differences  in  factory  costs,  which  may  be  above  or  below  the 
standard  factory  costs  allowed. 

In  some  of  the  years  when  the  guaranteed  price  was  below  the  actual 
prices  received  for  dairy  products  as  marketed,  the  difference  was 
placed  into  industry  reserve  accounts  which  at  the  present  time  stand 
at  about  £24  million.  In  the  last  2  years,  however,  a  total  payout 
was  made  in  the  form  of  an  additional  payment  to  dairy  companies 
for  distribution  to  producers  or  for  capital  development  and  improve¬ 
ment  so  that  total  returns  went  to  producers. 

If  the  returns  actually  received  in  the  marketing  of  dairy  products 
are  less  than  guaranteed  prices,  the  Government  is  presently  com¬ 
mitted  to  maintain  the  guaranteed  price  through  the  use  of  industry 
reserve  funds. 

The  guaranteed  price  scheme  only  applies  directly  to  butter  and 
cheese.  However,  by  supporting  the  returns  from  the  main  dairy 
products,  the  guaranteed  price  system  indirectly  affects  the  prices  of 
all  dairy  products. 

New  Zealand’s  dairy  price-support  operations  do  not  presently 
envisage  the  possibility  of  supporting  (through  stockpiling  or  any 
other  method)  the  price  at  which  New  Zealand  will  sell  its  products 
in  the  export  markets.  The  present  intention  is  to  dispose  of  the 
products  at  the  market  prices  and  then  if  necessary  maintain  producer 
incomes  from  reserve  funds.  It  is  not  likely  that  this  policy  will 
change.  Highly  dependent  on  the  export  market  for  dairy  products, 
the  New  Zealand  dairy  industry  has  no  choice  but  to  meet  world 
market  prices  as  best  it  can,  and  then  attempt  to  cushion  to  the  extent 
practical  the  effect  in  any  one  year  on  farmer  incomes. 

Denmark 

Denmark  has  fewer  subsidies  than  the  other  major  dairy-producing 
countries.  However,  in  order  to  encourage  consumption,  the  price 
that  the  consumer  pays  for  fluid  milk  is  subsidized.  The  price  is 
based  on  a  butter  price  of  4.50  kroner  per  kilo  which  is  lower  than  the 
actual  butter  price  established  by  the  Butter  Export  Board.  The 
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difference  between  the  4.50  kroner  per  kilo  and  the  actual  price  paid 
to  dairies  bottling  fluid  milk  is  covered  by  a  subsidy  paid  by  the 
Government  and  corresponds  to  1  ore  per  kilo  of  milk  for  each  25  ore 
by  which  the  butter  price  exceeds  4.50  kroner  per  kilo  (1  kroner 
equal  14.5  United  States  cents — 100  ore  equal  1  kroner). 

The  subsidy  is  paid  direct  to  the  dairies  bottling  fluid  milk  and 
compensates  them  for  part  of  the  processing  cost  and  thus  they  can 
wholesale  their  milk  for  a  lower  price.  This  lower  wholesale  price  is 
reflected  in  a  lower  retail  price  to  consumers. 

Australia 

The  Australian  Government,  in  order  to  encourage  consumption, 
maintains  the  domestic  retail  price  for  butter  and  cheese  at  a  speciflc 
level.  This  is  done  by  paying  subsidies  direct  to  the  manufacturers 
to  compensate  for  part  of  the  manufacturing  cost.  The  manufacturers 
can  then  wholesale  these  products  at  a  lower  price  which  is  reflected 
in  a  lower  price  to  the  consumers.  The  subsidy  in  the  case  of  butter 
was  reported  in  July  1954  to  be  approximately  10.06  United  States 
cents  per  pound. 

Australia  also  subsidizes  butter  exported  on  contract  and  exports  of 
cheese.  These  subsidies  result  in  higher  domestic  wholesale  prices  for 
these  products  than  those  received  for  the  butter  exported  on  contract 
and  for  the  cheese  that  is  exported. 

Switzerland 

In  Switzerland,  the  consumer  price  of  both  fluid  milk  and  butter  is 
also  subsidized  in  order  to  encourage  consumption  of  these  products. 
The  Government  makes  payments  direct  to  the  manufacturers  from 
a  compensation  fund  supported  by  an  import  tax  on  butter.  If 
greater  payments  are  necessary  to  lower  the  price  of  fluid  milk  and 
butter  than  can  be  made  by  the  revenue  from  the  import  tax,  the 
deficits  are  paid  by  the  Government  from  general  funds.  Thus  part 
of  the  manufacturing  costs  are  compensated  for  by  the  Government 
subsidy  resulting  in  a  lower  wholesale  price  which  results  in  a  lower 
retail  price  for  these  products. 

Netherlands 

In  the  Netherlands,  the  Ministry  of  Agriculture  maintains  an  agri¬ 
cultural  equalization  fund  from  which  direct  subsidies  are  paid  to 
milk  producers.  In  addition  to  the  ministry  fund,  the  industry  main¬ 
tains  a  dairy  fund  supported  by  direct  levies  on  all  milk  producers. 

Direct  subsidy  payments  are  made  from  the  dairy  fund  to  producers 
when  it  is  necessary  to  encourage  delivery  of  milk  for  fluid  consump¬ 
tion  and  payments  are  made  to  producers  of  milk  used  for  butter  or 
cheese  if  it  is  desired  to  encourage  the  manufacture  of  these  products. 
The  Dairy  Purchase  Bureau,  which  is  maintained  by  the  levy  as¬ 
sessed  against  ail  producers,  purchases  surplus  products  at  a  guar¬ 
anteed  price  and  resells  such  products  on  the  world  market  for  the 
best  price  obtainable.  The  Dairy  Purchase  Bureau  thereby  carries 
out  a  producer-financed  self-help  program.  In  addition  the  Nether¬ 
lands  Government  has  paid  special  subsidies  to  enable  Dutch  ex¬ 
porters  to  compete  with  foreign  quotations  on  export  markets.  Pay¬ 
ments  from  the  dairy  fund  have  also  been  used  for  this  purpose. 

The  Netherlands  Government  has  established  2.5  percent  butterfat 
as  the  fat  content  for  milk  sold  for  fluid  consumption.  By  keeping 
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the  fat  content  low,  the  price  the  consumer  pays  for  milk  is  less;  thus 
consumption  is  encouraged.  However,  such  a  procedure  makes  more 
butterf at  available  that  has  to  find  a  market  in  other  products — 
principally  butter. 

Canada 

Canada  has  a  price-support  system  comparable  to  the  purchase  pro¬ 
gram  now  used  in  the  United  States  in  that  a  floor  price  for  butter 
f.  o.  b.  Montreal  is  guaranteed  by  the  Agricultural  Price-Support 
Board. 

In  1953,  the  Government  acquired  the  spring  and  summer  surplus 
of  butter  production  at  58  cents  a  pound.  No.  1  grade,  basis  Montreal. 
On  October  1,  1953,  when  the  Government  began  to  supply  the  do¬ 
mestic  market  with  butter  from  its  accumulated  stocks  the  total 
butter  stocks  were  94  million  pounds.  The  Government  stocks  have 
been  offered  for  domestic  use  at  about  61  cents  wholesale.  One  of  the 
original  objectives  of  this  price-support  and  purchase  program  for 
butter  was  to  stabilize  prices  throughout  the  year  and  to  avoid  the 
excessive  winter  prices  that  have  occurred  in  the  past  when  winter 
supplies  were  short.  Surplus  milk  production  in  1953  tended  to  be 
reflected  in  the  butter  surplus  and  the  Government  accumulated 
butter  stocks  in  excess  of  normal  pipeline  supplies. 

During  the  past  year,  the  Agricultural  Products  Board,  operating 
as  the  agent  for  the  Agricultural  Price  Support  Board,  continued  to 
be  buyers  of  all  Grade  1  butter  tendered  to  the  Board  at  a  price  of 
58  cents  f.  o.  b.  Montreal  or  Toronto  with  appropriate  discounts  for 
butter  delivered  at  other  stations.  During  the  late  spring  and  early 
summer  months,  the  Agricultural  Products  Board  was  also  a  seller 
of  about  25  million  pounds  of  old  1953  butter  in  rotating  its  stocks. 
As  an  inducement  to  wholesalers  to  buy  and  dispose  of  butter  made 
in  1953,  the  Government  resold  its  April  1  carryover  stocks  at  56 
cents  a  pound,  basis  Toronto  and  Montreal,  thereby  taking  a  loss  of 
about  5  cents  per  pound  when  storage  and  handling  costs  are  taken 
into  consideration. 

The  Board  acquired  the  bulk  of  the  1954  production  at  its  support 
price  of  58  cents  and  is  now  making  its  stocks  available  to  wholesalers 
at  the  same  price  as  a  year  ago,  namely,  61  cents  basis  Montreal  or 
Toronto.  At  this  wholesale  price,  retail  prices  are  64  to  66  cents  a 
pound . 

Butter  is  under  import  control  in  Canada.  Only  the  Government 
Agricultural  Products  Board  is  authorized  to  make  imports  and  by 
this  means  the  Government  is  protected  against  importation  at  prices 
below  the  support  price.  In  connection  also  with  tariff  negotiations 
and  a  lowering  of  the  import  duty  on  cheese,  there  is  an  understanding 
with  New  Zealand  that  no  exports  to  Canada  will  be  made  without 
consulting  and  securing  prior  approval  of  the  Canadian  Government. 

The  Dominion  Government  has  no  direct  price-support  measures  at 
the  present  time  applying  to  cheese.  It  does,  however,  have  an 
agreement  with  the  Ontario  Cheese  Marketing  Board  whereby  under 
the  Agricultural  Products  Cooperative  Marketing  Act  the  Federal 
Government  guarantees  an  “initial  payment”  to  cheese  factories  of 
24  cents  a  pound.  The  Ontario  Cheese  Marketing  Board,  operating 
under  provincial  legislation,  is  trying  to  maintain  a  factory  price  of 
30  cents. 
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In  accordance  with  Ontario  Provincial  legislation  the  endorsement 
by  producers  of  a  Marketing  Board  for  a  given  commodity  makes  it 
obligatory  for  all  producers  to  market  their  produce  through  the 
Board.  The  Board  currently  has  a  price  agreement  with  the  whole¬ 
sale  cheese  trade  at  30  cents  a  pound.  The  Board  is  authorized  by 
the  producers  to  deduct  a  fee  of  2  cents  per  pound  on  all  cheese  sold 
and  the  fund  created  thereby  may  be  used  to  subsidize  exports.  Some 
small  sales  have  been  made  to  the  United  Kingdom  and  to  other 
markets  at  28  cents  f.  o.  b.  Montreal  but  the  subsidy  of  2  to  4  cents 
a  pound  has  not  been  sufficient  to  bring  about  a  competitive  price  in 
world  markets.  The  volume  of  export  sales  has  accordingly  been 
small.  Stocks  are  on  the  large  side — 49  million  pounds  on  October  1 — 
but  only  1  million  pounds  and  7  million  pounds  larger  than  a  year 
ago  and  2  years  ago,  respectively. 

In  1953,  the  Dominion  Government  became  a  buyer  of  10  million 
pounds  of  distress  stocks  of  dried  skim  milk.  These  stocks  were 
disposed  either  by  sale  or  gift  and  since  that  purchase  the  govern¬ 
ment  has  not  bought,  or  directly  supported  prices  of,  skim  milk 
powder. 

United  Kingdom 

The  United  Kingdom  is  not  a  major  producer  of  dairy  products. 
It  is,  however,  the  world’s  greatest  importer  and,  therefore,  a  major 
factor  in  the  world  market  for  these  products.  Spencer  and  Johnson,^ 
in  reporting  on  milk  pricing  and  distribution  in  Great  Britain,  noted 
considerable  similarity  between  the  British  and  American  systems, 
but  also  pointed  out  significant  differences  in  the  t3^pe'of  producer 
organization,  methods  of  pricing  milk  and  the  extent  of  Government 
regulation. 

The  United  Kingdom  has  a  history  of  subsidization  of  milk.  During 
the  year  which  ended  March  1954,  all  United  Kingdom  subsidies 
applicable  to  milk  amounted  to  approximately  84  million  pounds 
sterling  (235  million  United  States  dollars).  This  included  39.5 
million  pounds  for  welfare  programs,  including  school  milk,  milk  for 
pregnant  women,  and  so  forth. 

There  are  milk-marketing  boards  in  England,  Wales,  and  three  in 
Scotland.  Before  the  war  the  boards  were  third  parties  to  contracts 
between  producers  and  distributors.  They  acted  in  the  apparent 
interest  of  the  producers.  They  fixed  the  monthly  wholesale  prices 
for  liquid  consumption  and  price  of  milk  to  manufacturers  which 
would  allow  the  manufacturer  to  compete  with  imported  products. 
However,  this  was  done  after  consultation  with  distributive  interests 
as  represented  by  the  Central  Milk  Distributive  Committee.  The 
boards  also  had  power  to  set  the  minimum  retail  prices  for  milk  and, 
at  the  distributors’  request,  the  minimum  margins.  The  boards 
handled  all  sales  and  each  month  the  proceeds  received  by  each 
board  were  pooled  and,  after  deductions  to  cover  administrative 
expenses,  quality  premiums,  and  to  set  up  a  reserve,  a  pool  price  was 
paid,  varying  by  regions,  to  producers. 

2  Spencer,  L.,  and  Johnson,  S.,  Milk  Distribution  and  Pricing  in  Great  Britain,  Cornell  Experiment 
Station  Bui.  902,  August  1953. 


CONTROLLING  MILK  PRODUCTION  AND  SUPPORTING  PRICES  95 

At  the  onset  of  the  war  when  the  Ministry  of  Food  took  over  the 
control  of  foodstuffs,  the  boards  acted  as  agents  for  the  Food  Ministry 
in  the  purchases  of  milk  from  producers  and  sales  to  processors  and 
distributors.  The  average  price  to  the  producer  was  fixed  annually, 
the  seasonal  scale  of  prices  being  agreed  upon  between  the  Government, 
the  boards,  and  the  National  Farmers’  Unions. 

Since  April  1,  1954,  the  marketing  powers  of  the  boards  have  been 
restored  to  them  by  the  Ministry  of  Food.  The  powers  now  being 
exercised  by  the  boards  differ  from  the  prewar  system  in  three  main 
respects.  The  boards  no  longer  act  as  third  parties  to  contracts,  but 
now  buy  milk  from  the  producers  and  sell  it  to  the  distributors;  this 
is  a  policy  carried  over  from  the  Ministry  of  Food  operations.  Joint 
committees,  made  up  of  representatives  of  the  boards,  and  the  trades, 
and  agricultural  interests,  have  been  set  up  in  each  marketing  area 
to  fix  manufacturing  milk  prices  and,  at  a  later  stage,  fluid  milk 
prices.  Lastly,  the  boards  are  no  longer  empowered  to  prescribe 
minimum  retail  prices  for  fluid  milk;  so  long  as  the  consumer  subsidv 
is  in  force  the  Government  assumes  that  prerogative. 

The  present  (April  1954  to  April  1955)  guaranteed  average  price  for 
the  United  Kingdom,  set  at  3  shillings  one-half  pence  per  gallon  (about 
4.134  cents  per  pound)  was  broken  into  a  guaranteed  price  for  a  so- 
called  standard  quantity  for  each  of  the  5  areas.  If  milk  production 
in  any  area  exceeds  the  standard  quantity,  which  is  really  the  actual 
level  of  total  sales  during  the  preceding  12-month  period,  then  the 
effective  rate  would  be  reduced,  depending  on  the  amount  the  district 
produced  over  its  standard  quantity. 

In  each  area  the  guarenteed  price  is  further,  broken  down  into  a  kind 
of  base — surplus  arrangement.  In  1954-55  what  would  be  the  base 
amount  is  set  at  80  percent  of  the  standard  quantity  for  the  district. 
The  lower  price  applicable  to  the  remaining  20  percent  would  repre¬ 
sent  what  each  board  and  the  Government  agreed  would  be  a  likely 
average  manufacturing  price.  This  has  been  calculated  for  the  present 
marketing  year  at  about  1  shilling  6  pence  an  imperial  gallon  (about 
2.04  cents  a  pound). 

The  key  to  the  arrangement  is  the  amount  and  value  of  the  surplus 
milk,  the  price  of  which  is  set  in  terms  of  price  competition  with  the 
imported  dairy  products.  Once  this  has  been  determined  and  the 
amount  of  the  milk  delivered  determined  as  surplus,  then  the  base 
(or  fluid  use  milk)  price  is  set  to  return  the  producer  the  guaranteed 
price.  With  the  price  of  1  shilling  6  pence  per  gallon  (about  $2.04 
per  100  pounds)  set  for  manufacturing  milk,  to  return  the  guaranteed 
price  bf  3  shillings  one-half  pence  (about  $4.13  per  100  pounds)  the  80 
percent  of  the  standard  quantity  set  as  fluid  necessarily  would  be  3 
shillings  6  pence  a  gallon  (about  $4.90  per  100  pounds). 

The  Government  makes  up  any  deficit  between  net  revenues  from 
total  sales  by  each  board  and  the  amount  to  which  the  board  would 
be  entitled  to  (and  presumably  paid  to  producers)  for  the  overall 
guaranteed  price. 


96  CONTROLLING  MILK  PRODUCTION  AND  SUPPORTING  PRICES 

APPENDIX  C 

STATISTICAL  SUMMARY  OF  PRICE  SUPPORT  AND  DISTRIBUTION  PROGRAMS 

Purchases  of  dairy  products  in  the  United  States  by  a  Government 
agency,  to  support  prices  have  been  made  from  time  to  time  since  the 
1930^s.  Prior  to  World  War  II  purchases  were  made  in  a  general 
attempt  to  raise  prices  to  farmers  from  comparatively  low  percentages 
of  parity  and  to  help  obtain  supplies  for  relief  distribution.  During 
the  war  large  purchases  were  made  for  various  emergency  purposes. 
Since  the  war  the  programs  have  been  designed  to  achieve  specific 
price  levels,  as  required  by  law  and  announced  in  advance  of  each 
marketing  year  by  the  Secretary  of  Agriculture.  Data  on  purchases 
are  shown  in  table  C-2.  In  other  tables  data  are  shown  on  distribu¬ 
tion,  quantities,  value,  and  realized  loss  to  the  Commodity  Credit 
Corporation. 


Table  Cl. — Dairy  'products:  Volume  and  expenditures  on  products  handled  under  sec.  32,  fiscal  years  1937-54  ^ 
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Table  C2. — Volume  and  cost  of  dairy  products  acquired  under  price  support 
\program,  Jan.  1,  1949,  to  Oct.  31,  1954 

[Figures  in  thousands] 


BUTTER 


Period 

Quantity 
purchased  i 

Total  prod¬ 
uct  cost 

Carrying 
charges  * 

Total  cost 

Jan.  1  to  Dec.  31,  1949 _ 

Jan.  1,  1950,  to  Mar.  31, 1951 _ 

Apr.  1,  1951,  to  Mar.  31,  1952... _ _ 

Apr.  1, 1952,  to  Mar.  31, 1953 _ 

Apr.  1,  1953,  to  Mar.  31,  1954 _ 

Apr.  1  to  Oct  31, 19541 _ 

Total  1 _  _ 

Pounds 

113, 980 
127, 879 
221 
143, 348 

3  383,  224 
174,  701 

Dollars 

69, 569 
75,  850 
142 
96,  315 
248, 917 
98,  825 

Dollars 

2, 374 
2,  257 

2 

2,  670 
9,699 
2,  586 

Dollars 
71,943 
78, 107 
144 
98,  985 
258,  616 
101,411 

943,  353 

589,  618 

19,  588 

609,  206 

CHEESE 


Jan.  1  to  Dec.  31,  1949 _  _ 

25,  555 

8, 403 

464 

8,  867 

Jan.  1, 1950  to  Mar.  31,  1951 _ 

108,  953 

35, 131 

2,  283 

37, 414 

Apr.  1,  1951,  to  Mar.  31,  1952 _ 

829 

307 

14 

321 

Apr.  1, 1952,  to  Mar.  31, 1953 _ 

75,  334 

29, 979 

2,  226 

32,  205 

Apr.  1,  1953,  to  Mar.  31,  1954 _ 

3  455,  622 

174,  009 

8,820 

182,  829 

Apr.  1  to  Oct.  31, 1954  ^ _ 

118,  573 

40, 104 

1,610 

41,  714 

Total  4 _ 

784,  866 

287,  933 

15,  417 

303,350 

NONFAT  DRY  MILK  SOLIDS 


Jan.  1  to  Dec.  31, 1949.. _ _ 

324, 273 

38,  824 

4,  589 

43,413 

Jan.  1, 1950,  to  Mar.  31, 1951 _ 

352,  526 

42, 177 

4,  368 

46,  545 

Apr.  1, 1951,  to  Mar.  31, 1952 _ 

52, 405 

7,  855 

848 

8,  703 

Apr.  1, 1952,  to  Mar.  31,  1953 _ 

206,  255 

34,  813 

3,027 

37,  840 

Apr.  1, 1953,  to  Mar.  31,  1954 _ 

673, 312 

105,  616 

9, 891 

115,  507 

Apr.  1  to  Oct.  31,  1954  i _ 

341,  964 

51,  837 

2,168 

54,  005 

Total  4 _ 

1,  950,  735 

281, 122 

24,  891 

306,  013 

ALL  DAIRY  PRODUCTS 


Jan.  1  to  Dec.  31, 1949.  _ _  .  . 

116,  796 
153, 158 
8, 304 
161,107 
528,  542 
190,  766 

7, 427 
8,  908 
864 
7, 923 
28, 410 
6, 364 

124, 223 
162,  066 
9,168 
169,  030 
556,  952 
197, 130 

Jan.  1,  1950  to  Mar.  31, 1951 _ 

Apr.  1,  1951,  to  Mar.  31,  1952 _ 

Apr.  1,  1952,  to  Mar.  31, 1953. _ _ 

Apr.  1,  1953,  to  Mar.  31,1954 _ 

Apr.  1  to  Oct.  31,  1954  ^ _ 

Total  ^ _ 

1,158,  673 

59, 896 

1,  218,  569 

»  Quantities  acquired  under  each  support  program  but  not  necessarily  delivered  -within  the  time  periods 
shown. 

2  Carrying  charges  include  storage,  transportation,  and  other  handling  expenses. 

3  Includes  5,137,000  pounds  of  butter  and  83,100,000  pounds  of  cheese  sold  in  March  1954  under  conditions 
to  be  bought  back  in  April. 

<  These  totals  do  not  include  costs  of  supplies  which  had  not  been  delivered  to  CCC  tmder  purchase 
contracts  as  of  Oct.  31 , 1954. 

Note.— Data  available  currently  in  Report  of  the  President  of  the  Commodity  Credit  Corporation  and 
Report  of  Financial  Condition  and  Operations,  Commodity  Stabilization  Service,  issued  monthly. 
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Table  C3. — Butter:  Volume  and  estimated  CCC  loss  on  sales,  donations,  and  other 
dispositions  of  butter  acquired  under  price-support  program,  fiscal  years  1949  to 
date 

[Figures  in  millions] 

SALES  1 


Fiscal  year 

Quantity 

Cost 

Total  sales 
proceeds 

Estimated 

loss 

(or  gain) 

1949 _ 

Pounds 

Dollars 

Dollars , 

Dollars 

1950 _ _ _ 

28.4 

17.7 

17.8 

2  0.1 

1951 _ 

138.8 

85.9 

83.9 

2.0 

1952 _ 

.2 

.1 

.2 

(2  3) 

.5 

1953  _ 

23.6 

16.0 

15.5 

1954 _ 

105.7 

71.7 

59.4 

12.3 

July-October  1954  ^ _ 

18.0 

12.2 

8.2 

4.0 

Total _ _ _ _ 

314.8 

203.6 

185.0 

18.6 

DONATIONS  5 


1949 _ 

1950  _ 

6.8 

67.6 

(8) 

4.3 

42.2 

(3) 

4.3 

42.2 

(8) 

1951  _  .  -  _ 

1952  _ _ _ 

1953 _ 

1954  _  _ 

33.1 

9.5 

22.4 

6.4 

22.4 

6.4 

July-October  1954  ^ _ _ _ _ 

Total _ -  _ _ - 

117.0 

75.3 

75.3 

TOTAL  DISPOSITIONS 


1949  _ 

1950  -  _ 

35.2 

22.0 

17.8 

4.1 

1951 _ 

206.4 

128.1 

83.9 

44.2 

1952  .  _  _ 

.2 

.1 

.2 

(?) 

.5 

1953  _ 

23.6 

16.0 

1.5.5 

1954  .  -  .  .  _ 

139.4 

94.3 

59.5 

34.8 

July-October  1954  ^ _ _  _ 

27.8 

18.7 

8.3 

10.4 

Total _ 

432.7 

279.2 

185.2 

94.0 

'  Principal  outlets  are  domestic  commercial  sales,  sales  for  export,  direct  distribution  (sec.  32)  and  IT,  S. 
Army.  Butter  used  under  sec.  32  was  financed  by  Government  funds  available  to  Department  of  Agri¬ 
culture  for  use  in  disposing  of  surplus  agricultural  commodities. 

2  Gain. 

3  Less  than  50,000. 

s  Preliminary. 

®  Donations  under  sec.  416,  Agricultural  Act  of  1949,  as  amended. 

8  Includes  other  dispositions,  costs,  and  recoveries  not  specified  above.  Losses  of  $3.3  million  from  butter 
oil  program  not  included. 

Note.— Totals  and  estimated  loss  (or  gain)  for  individual  years  are  not  always  additive  because  they 
were  computed  from  unrounded  figures.  Compiled  from  report  of  the  President  of  the  Commodity  Credit 
Corporation  and  Report  of  Financial  Condition  and  Operations,  issued  monthly  by  the  Commodity 
Stabilization  Service. 
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Table  C4. — Cheese:  Volume  and  estimated  CCC  loss  on  sales,  donations  and  other 
dispositions  of  cheese  acquired  under  price  support  program,  fiscal  years  1949  to 
date 

[Figures  in  millions] 

SALES  » 


Fiscal  year 

Quantity 

Cost 

Total  sales 
proceeds 

Estimated 

loss 

(or  gain) 

1949 _ _ _ _ _ _ 

Pounds 

Dollars 

Dollars 

Dollars 

1950  . - . 

7.4 

2.5 

2. 5 

1951 _ 

98. 1 

33.8 

18.8 

15.1 

(2  3) 

(2  3) 

2.8 

1952. _ _ _ _ _ _ 

.8 

.3 

.3 

1953  . 

1.4 

.6 

.6 

1954---. _ _ _ 

139!8 

53.7 

50.9 

July  to  October  1954  * . . . . . 

13.3 

5.4 

5.2 

.1 

Total _ 

260.8 

96.3 

78.3 

18.0 

DONATIONS  « 


1949 _ _ _ 

1950-- _ _ 

3.2 

25.8 

(3) 

1.0 

8.9 

(3) 

1.0 

8.9 

(3) 

1951 _ _ _ 

1952 _ _ _ 

1953 . . . . - 

1954  .  . . - . 

24.2 

7.2 

9.9 

3.0 

9.9 

3.0 

July  to  October  1954  ^ _ _ _ 

Total . . . . 

60.4 

22.8 

22.8 

TOTAL  DISPOSITION  « 


1949 . . . . - . . 

1950 _ 

10.6 

3.5 

2.5 

1.0 

1951 . . . . . - _ _ 

123.8 

42.7 

18.8 

24.0 

1952 _ _ _ 

.8 

.3 

.3 

(2  3) 

(2  3) 

12.7 

1953 _ _ _ _ 

1.4 

.6 

.6 

1954 _ 

164.2 

63.6 

51.0 

July  to  October  1954  < _ _ 

20.6 

8.4 

5.2 

3.1 

Total _ _ _ 

321.4 

119.2 

78.4 

40.8 

1  Principal  outlets  are  domestic  commercial  sales,  sales  for  export,  direct  distribution  (sec.  32),  and  U.  S. 
Army.  Cheese  used  under  sec.  32  was  financed  by  Government  funds  available  to  Department  of  Agricul¬ 
ture  for  use  in  disposing  of  surplus  agricultural  commodities. 

2  Gain. 

3  Less  than  50,000. 

1  Preliminary. 

3  Donations  under  sec.  416,  Agricultural  Act  of  1949,  as  amended. 

« Includes  other  dispositions,  costs,  and  recoveries  not  specified  above. 

Note.— Totals  and  estimated  loss  (or  gain)  for  individual  years  are  not  always  additive  because  they  were 
computed  from  unrounded  figures.  Compiled  from  Report  of  the  President  of  the  Commodity  Credit 
Corporation  and  Report  of  Financial  Condition  and  Operations,  issued  monthly  by  the  Commodity 
Stabilization  Service. 
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Table  C5. — Nonfat  dry  milk  solids:  Volume  and  estimated  CCC  losses  from  sales, 
donations,  and  dispositions  of  nonfat  dry  milk  solids  acquired  under  the  price 
support  program,  fiscal  years  1949  to  date 

[Figures  in  millions] 

SALES  1 


Fiscal  year 

Quantity 

Cost 

Total  sales 
proceeds 

Estimated 

loss 

(or  gain) 

1949. . . . . . . 

Pounds 

7.8 

158.5 
339.0 

57.5 

51.2 

462.7 

300.5 

Dollars 

0.9 

21.4 

44.5 
9.0 
9.1 

81.2 

49.8 

Dollars 

1.0 

10.0 

18.4 

7.9 

6.3 

16.3 

10.2 

Dollars 

2  0.1 

11.5 
26.1 

1.1 

2.8 

64.9 

39.6 

1950 . . . . 

1951 _ _ _ _ _ 

1952 _ _ _ _ _ _ 

1953  . . . 

1954 _ _ _ _ _ 

July-October  1954  3 _ _ 

Total _ _ _ 

1, 377.  2 

215.9 

70.2 

145.7 

DONATIONS  * 


1949 _ _ 

1950 . . . . . 

25.0 

3.3 

3.3 

1951 . . . - . - 

123.4 

16.5 

16.6 

1952 _ _ _ _ _ _ _ _ 

.9 

.  1 

.1 

1953 _ _ _ _ 

10.9 

1.9 

1.9 

1954 _ _ _ _ _ 

100.9 

17.6 

17.6 

Jnly-October  1954  * _ _ _ 

25.3 

4.4 

4.4 

Total _ _ 

286.5 

43.8 

43.8 

TOTAL  DISPOSITION  » 


1949 _ 

7.8 

0.9 

1.0 

*0.1 

1950 _ 

183.5 

24.7 

10.0 

14.7 

1951 . - . 

462.4 

61.0 

18.4 

42.6 

1952 . . . . . . . . . . . 

58.4 

9. 1 

7.9 

1.2 

1953  . . . . 

63. 1 

11.2 

6.4 

4.8 

1954 _ _ _ _ _ 

564.7 

98.9 

16.5 

82.4 

July-October  1954  3 _ _ _ 

326.1 

54.2 

10.3 

43.9 

Total . . 

1,  665.  9 

260.0 

70.6 

189.4 

*  Principal  outlets  are  domestic  commercial  sales,  sales  for  export,  direct  distribution  (sec.  32),  and  U.  S. 
Army.  Nonfat  dry  milk  solids  used  xmder  sec.  32  were  financed  by  Government  funds  available  to 
Department  of  Agriculture  for  use  in  disposing  of  surplus  agricultural  commodities. 

*  Gain. 

» Preliminary. 

*  Donations  under  sec.  416,  Agricultural  Act  of  1949,  as  amended. 

» Includes  other  dispositions,  costs,  and  recoveries  not  specified  above. 

Note.— Totals  and  estimated  loss  (or  gain)  for  Individual  years  are  not  always  additive  because  they 
were  computed  from  unrounded  figures.  Compiled  from  Report  of  the  President  of  the  Commodity 
Credit  Corporation  and  Report  of  Financial  Condition  and  Operations,  issued  monthly  by  the  Com¬ 
modity  Stabilization  Service. 
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Table  C6. — Total  dairy  'products:  Volume  and  estimated  CCC  losses  from  sales, 
donations,  and  other  dispositions  of  dairy  proaucts  acquired  under  the  price- 
support  program,  fiscal  years  1949  to  date- 

[Figures  in  millions] 

SALES ‘ 


Fiscal  year 

Cost 

Total  sales 
proceeds 

Estimated 
loss  (or  gain) 

1949 _  _ -  . . 

$0.9 

41.6 

$1.0 

30.3 

2  $0.1 
11.3 

1950 _ 

1951 _ _ _ 

164.3 

121.1 

43.2 

1952  _ 

9.4 

8.5 

1.0 

1953 _ 

25.7 

22.4 

3.3 

1954 _ 

207.6 

126.6 

81.0 

46.0 

July-October  1954  2 _ _ _  .  _  _  .  . 

70.0 

23.9 

Total  .  . 

519.4 

333.8 

185.6 

DONATIONS  i 


1949 _ 

1950  . .  .  -  _ _ 

$8.6 

$8.6 

67.6 

1951 _ _ 

67.6 

1952  . 

,1 

.1 

1953 . -  _ _  _ _ 

1.9 

1.9 

1954 _ 

49.9 

49.9 

July-October  1954  2 _ _ _ 

13.8 

13.8 

Total _ _ _ 

141.9 

141.9 

TOTAL  DISPOSITION'S 


1949 _ .  - _ _  _ 

$0.9 

$1.0 

2  $0.1 

1950 _ _ _ 

50.2 

30.3 

19.9 

1951  .. 

231.9 

121. 1 

110.8 

1952 _  ..  .  -  _ 

9.6 

8.5 

1.1 

1953 _ 

27.8 

22.6 

5.2 

1954 _ _ _ _ _ 

257.7 

127.0 

130.7 

July-October  1954  3 _ _ _ _ _ 

83.9 

23.9 

59.9 

Total . . . . . . . 

661.9 

334.4 

327.5 

1  Principal  outlets  are  domestic  commercial  sales,  sales  for  export,  direct  distribution  (sec.  32)  and  U.  S. 

Army.  Dairy  products  used  under  sec.  32  were  financed  by  Government  funds  available  to  Department 
of  Agriculture  for  use  in  disposing  of  surplus  agricultural  commodities. 

2  Gain. 

2  Preliminary. 

*  Donations  under  sec.  416,  Agricultural  Act  of  1949,  as  amended. 

*  Includes  other  dispositions,  costs,  and  recoveries  not  specified  above. 

Note.— Total  and  estimated  loss  (or  gain)  for  individual  years  are  not  always  additive  because  they  were 
computed  from  unrounded  figures.  Compiled  from  Report  of  the  President  of  the  Commodity  Credit 
Corporation  and  Report  of  Financial  Condition  and  Operations,  issued  monthly  by  the  Commodity 
Stabilization  Service.  V 
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